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Forward-Looking Statements

In addition to historical information, :this-Annual Report on Form 10-K contains Jorward-looking statements, including
statements regarding product plans,. future growth and market ‘opportunities which involve risks and uncertainties that could
cause actual results to differ materially from these forward-looking statements. Factors that might cause or contribute to
such differences include, but.are not limited to, those discussed under Item 14, Risk.-Factors. You should carefully review the
risks described herein and in other documents we file Jrom time to time with the Securities and Exchange Commission
(“SEC”), including the Quarterly Reports on Form 10-Q to be Siled in 2010. When used in this report, the words “expects,”
“could,” ‘would,” “may,” “anticipates,”. “intends,” “plans,” “believes,” “seeks,” . “targets,” “estimates;” “looks for,”

“looks to”.and similar expressions,. as well as statements regarding. our focus for .the. future, are generally intended to
identify forward-looking statements. You should not place undue:reliance on these Jorward-looking :statements. which speak
only as of the date of this Annual Report on Form 10-K. We. undertake no obligation.to publicly release any-revisions to the
Jorward-looking statements or reflect events or-circumstances after the date of this. document. o

PART I R

ITEM 1. BUSINESS . . L . .

Founded in 1982, Adobe Systems Incorporated is one of the largest and most diversified softwaré companies in the
world. We offer a line of creative, business, Web and mobile software and services used by creative professionals, knowledge
workers, consumers, original equipment manufacturers (“OEMSs”), developers and eénterpriseés for creating, managing,
delivering, optimizing and engaging with compelling content and experiences across multiple operating systems, devices and
media. We distribute our products through a network of distributors, value-added resellers (“VARSs”), systems integrators,
independent software vendors (“ISVs”) and OEMs, direct to end users and through our own Website at www.adobe.com. We
also license our technology to hardware manufacturers, software developers and service providers, and we offer integrated
software solutioris to businesses of all sizes. We have operations-in the Americas, Europe, Middle East and Africa (“EMEA”)
and Asia. Our software runs on personal computérs with Microsoft Windows, Apple Mac OS, Linux, UNIX and various non-
PC platforms, depending onthe product. * =+~ = 7 oo et o o ' Vet

* Adobe was originélly inédrpora{féd n Céiif&rnia in October 1 9.83Var‘1d was reihcorporatcd in 'Delawaréfin May 1997. We
maintain executive offices and principal facilities at 345 Park Avenue, San Jose, California 95110-2704. Our telephone
number is'408-536-6000. We maintain a- Website at www.adobe.com. Investors can obtain copies of our SEC filings from

e H ' t B ‘ v ' ’

this site free of charge, as well as from the SEC Website at'Ww.sec;géwf;,
- L BUSINESS OVERVIEW  ~ R o
V be more. than 27 y‘ears,‘ Adobésoftv&ar_e- and‘ .techhologies héygé }ll_lcblﬁedrfedefmei how. pebple engage_.withbidleas. and

information—anytime, anywhere and through any medium, The, impact of our solutions is-evident across many industries and
is felt by anyone who creates, views and interacts with information. , ‘

Today, through the delivery of powerful design, imaging and publishing software for print, Web,. mobile and dynamic
media production, and by delivering a technology platform, we help people express, share, manage, optimize and collaborate
on their ideas in imaginative and meaningful new ways. . , - SR e :

Our strategy is to address the needs of a variety of customers which include creative professionals—graphic designers,
Web designers, videographers, photographers and professional publishers; knowledge workers—teams of workers who share
and collaboratg .on high-value information; enterprise users—IFT ‘managers, Web_ analysts; marketing executives, line of
business managers and executives; high-end consumers—digital imaging and digital. video hobbyists and enthusiasts;
application developers and OEMs—mobile device ‘manufacturers, printer manufacturers, Internet service. providers - and
developers. ... T : e S R i R Ce

We execute against this strategy by deliveting products that support industry standards and can be deployed across
multiple computing environments. We also leverage the broad reach of our ubiquitous client technologies including our
Adobe Reader, and our Adobe Flash Platform. which enables the «development of products-and solutions that dramatically
improves how businesses and governments engage with their customers, -employees-and-constituents. .Our- Adobe Flash
Platform includes our broadly deployed Adobe Flash: Player, and our Adobe AIR software which enables developers to build
and deploy rich media and Internet applications to client devices. Together, these client technologies allow users of our
products and technologies to ensure reliable, secure and rich application experiences across devices, browsers'and operating



PRODUCTS AND SERVICES OVERVIEW

" In fiscal 2009, we categorized our products and services into the following businesses: Creative Solutions, Business
Productivity: Solutions, Platform and Print and Publishing. ‘We further broke our Business: Productivity Solutions business
into‘two reported segments: Knowledge Worker and Enterprise. With our acquisition of Omniture, Inc. (*“Omniture”) in the
fourth quarter of fiscal 2009, we created and added a new segment called: Omniture for the: purpose of reporting Omniture
results. =+ . owe - o AR W - o S-S : _

- Effective in:the first quarter of fiscal 2010, we modified our segment reporting. Our Creative Solutions segment, our
Platform segment, our Print and Publishing segment, and our Omniture segment continue to be reported as they were in fiscal
2009. Our Business Productivity Solutions business that is reported in two segments (Knowledge Worker and Enterprise),
wis modified to reflect-a change in how we develop, matket and sell our Acrobat Connect Pro product family. Previously,
Acrobat Connect Pro results were reported in -our Knowledge Worker segment. In fiscal 2010, Acrobat Connect Pro results
will be reported as part of our Enterprise segment.

Accordingly, our six fiscal 2010 business segments are as follows: Creative Solutions, Knowledge Worker, Enterprise,
Omniture, Platform, and Print and Publishing. This overview, organized by these segments, combines an explanation of our
various market opportunities, with a summary of our fiscal 2009 results and a discussion of our strategies to address our
miarket opportunities in fiscal 2010 and beyond. - ’ o ' o

Creative SOIutioi{S Segment

Creative Solutions Markét Opportunity
bréféssionals include graphic designers, production artists, Web designers and develqpers, user interface designers, writers,
videographers, motion graphic artists, photographers and prepress professionals. They use and rely on Adobe’s solutions for
professional publishing, Web design and development, professional photography, video production, animation and motion
graphic-production‘and printing visually rich information. * AL T T '

Our -Creative Solutions segment focuses. primarily on the needs of the creative professional customer. Creative

~Our software. tools are used by creative professionals to.create much of the printed and on-line information people see
and read every day, including newspapers, magazines, Websites, Rich Internet Applications. .(“RIAs”), catalogs,
advertisements, brochures, product documentation, books, memos, reports and banners. Our tools are also used to create and
enhance visually rich content, including video, animation and mobile content, that is created by multimedia, film, television,
audio and video producers who work in advertising, Web design, ‘music, entertainment, corporate and marketing
communications, product:-design, user interface design, sales training, printing, architecture and fine arts. Knowledge
workers, educators, hobbyists and high end consumers are also attracted to our creative products to create and deliver content
that is of creative professional quality. E : : S o T

i .Our offerings in the Creative Solutions market extend to real-time rich media solutions which give business users the
cotitrol- to-upload; manage, enhance and publish-dynamic rich content with minimal IT-support. Our offerings also extend to
the delivery of rich media through streaming media and a flexible development environment for creating and- delivering
innovative, interactive media applications. Our. media_products and services enable broadcasters, events_ organizers and
marketers to reach the broadest possible audience via our rich Flash Platform. ‘ ' o

As techiiology continues to change and improve, the' market dynamics for these:creative professionals continue to
evolve. Die to: theiconstantly changing ways in-which people choose to receive information, creative professionals look to
their software tools as a means. to-make their information impactful ‘and to repurpose content across a variety of media,
applications and systems. They desire greater efficiency from the software they use to streamline their publishing and content
creation workflows and to effectively manage their assets. They. also look for new and innovative ways to deliver their
content and information to hand-held devices such as mobile handsets and consumer electronic devices.

'+ Creative professional customers license upgrades and new versions of our Creative Solutions products due to the high
degree of innovative new features and significant productivity gained through their use. They also fréquently purchase license
upgrades and new versions of these products when they buy new comiputers, or migrate to néw or updated operating systems.

. .In addition, knowledge workers in enterprises, educators and students in schools and universities, and hobbyists at home
license our Creative Solutions products. Knowledge workers desire professional-quality products to accomplish tasks such as



creating visually-rich sales presentations, engineering or architectural proposals, real estate flyers and school year books.
Educators utilize our solutions to educate future creative professionals, as well as create their course content and online
eLearning-based lessons. Hobbyists use our tools to create distinctive online communications and photo albums, community
newsletters, Web blogs, animations, videos and Websites for family, friends or community organizations.

With the increasing use of the Web as a means for marketing and advertising, we believe a key driver of our Creative
Solutions business will also be the growing amount of Website content created by our customers to deliver impactful and
compelling Web-based experiences for their constituents across multiple screens; including PCs, mobile devices, and
Internet-connected living room electronics such as televisions (“TVs”). We also believe those who manage Websites will
want to utilize Web analytic data and other Web usage metrics to optimize their Websites and content to improve the overall
experience of their sites. ' ' '

Another driver of our Creative Solutions business is the growth in the use of digital devices' such as digital cameras,
digital video cameras, multimedia-enabled computers, DVD players, scanners, Web-capable image and video-enabled
handheld devices, cellular phones, gaming consoles and other non-PC Internet-connected devices. In addition, faster Internet
broadband speeds have made the Web a viable platform for the delivery of rich media, especially digital video. In turn, the
growth in the use of high definition TVs (“HD TVs”) and video is driving the need for HD-enhanced video tools to produce
HD content for movies and commercial television, as well as the need to deliver or repurpose this content to be viewed on the
Web across PC and non-PC based devices. ‘ . ‘

‘As the use of digital photography and digital videography grows, we believe creative professionals and professional
photographers throughout the world will continue to require software solutions to edit, enhance and manage their digital
photographs and digital videos. Increasingly, we expect these users to desire software solutions which leverage the Web as a
platform to deliver the capabilities of some or all of the features they desire in desktop software. In addition, we believe
creative professionals and Web developers are increasing their use of digital video streams over the Web to create more
compelling Websites. We believe professional videographers are upgrading their systems to support HD video content
creation, enhancement and delivery. We also believe hobbyists will use, with more frequency, digital imaging and digital
video software’ and online hosted software services as they purchase more affordable digital cameras and digital video
cameras. T ' : '

Creative Solutions Business Summary

In fiscal 2009, our creative business was adversely affected by the global economic recession and the weak general
macro-economic environment. This caused revenue for our Creative Suite 4 (“CS4”) family of products to be more than 20
percent weaker than revenue achieved with the prior version for a comparable period of time since release. Despite this
economy-driven weakness, we maintained our focus on driving adoption of our creative products during the year —
particularly with large media companies and enterprise customers. Our CS4 family of products, which first shipped in fiscal
2008; incorporate Adobe technologies used by creative professionals into six Creative Suite editions and thirteen individual
creative products, providing offerings for the various creative disciplines our customers desire. These disciplines include end-
user markets such as interactive design for print and Web, as well as rich media and digital video creation. After significant
weakness in the first two months of the fiscal year, licensing of CS4 products remained stable through the remainder of the
year despite the uncertain global economic conditions in end-user creative professional markets. o o

During the year, we also maintained our focus on meeting the digital imaging and video software needs of professional
photographers, professional videographers, business users and hobbyists. Adobe Photoshop is an essential tool in these
customers” workflows and they rely on Adobe’s digital imaging and video editing solutions to create and enhance many of
the pictures and video we see everyday in print, on television, in movies and on the Web. Despite maintaining strong market
share for our professional Photoshop products during the year, revenue decreased significantly on a year-over-year basis due
to the macro-economic environment. ' ‘ o ‘ ;

- In the dynamic media market, which includes users who require new and advanced digital video and animation
technologies, we continued to focus on driving adoption of our new digital video-based .technologies. We released Adobe
Flash Media Server 3.5 (“FMS”) in the fourth quarter of fiscal 2009 which provides improved dynamic streaming and HTTP
delivery capabilities, performance improvements and enhanced digital rights ‘management capabilities for H.264 video and
digital video recorder functionality. The ‘launch of FMS, which is licensed either directly by our customers or licensed
through our Flash Video Streaming Service via Content Delivery Network (“CDN”) partners such as Akamai and Limelight,
helped to maintain the broad adoption of Flash Video (“FLV”), the video file format compatible with Adobe Flash Player as



the preferred format for delivery of digital video. via the Web. Because of the broad reach and ubiquity of our Flash client
technologies, the growing adoption of our authoring tools and: our video-delivery: capabilities via. our Flash Player, it is
estimated by the research agency comScore that more than 7 59% of worldwide video watched online is now in FLV format.
To further the monetization capabilities of video content owners who wish to deliver engaging experiences utilizing
their video assets, we ‘also delivered Open Source Media Framework (“OSMF”), a new framework for media player
development that can be used tocreate and deliver custom online media: players. OSMF enables developers using Flash
technologies to quickly and easily add rich functionality such as advertising, user measurement and tracking, and social
network integration into new custom video players that can be branded for individual content owners. R s
In the professional page layout market, despite the downturn in the economy and the financial pressure facing traditional
print media companies, we continued to focus on gaining market share during the year with our Adobe InDesign product.
Similarly, in-the Web' layout and. Web' development -markets, and in the:illustration. market, while our revenues were
adversely affected due to the economy, we focused on. maintaining. market share:l¢adership with our Adobe Dreamweaver
and AdobeTllustrator products. AT : o E A it R

~Our Scene? bus‘,_iﬁes‘s)_, which provides busineyssesiwi,th an easy-to-use Web-based system to upload, manage, enhance and
publish dynamic rich content, achieved year-over-year growth in fiscal 2009 based on accelerated customer adoption of our
solution. During the year, we updated the capabilities of our Scene7 hosted cross media platform with new features for e-
commerce and multichannel marketing companies to create improved, high-impact customer experiences. New Adobe
Scene? capabilities include more design control and enhanced workflow efficiencies with new features such as mixed media
set publishing and viewing capabilities; video-authoring and viewing capabilities that synchronize merchandising videos with
specific call-to-action links, as well as improved integration with Adobe Creative Suite. s '

" During the ifOﬁrfh‘quarfér'_ of \ﬁ.scaf 200;9_; we released Véréion 8 of our Adpbe".PhbtéShop Elements software which is our
digital imaging application targeted for amateur photographers. and digital imaging hobbyists. In the same quarter, we

released version § of Adobe Premiere Elements software which is our.video editing software that can be used by hobbyists to
enhance and share their digital video memories on DVDs. We also released a software bundle that includes the new versions
of Adobe Photoshop Elements and Adobe Premiere Elements to target hobbyists who desire both applications in one
affordable package. Despite success with these new hobbyist product releases, overall revenue in the hobbyist category
declined year-over-year due to the economy.

Creative Solutions Business Strategy

In fiscal 2010, our Creative ‘Sohitié,ns strategy 'will focusto_'r'l, driving ‘r,e‘ver'l_ue growth and increésing market share of our

ﬁr'odixcts through the delivery of comprehensive software solutions that meet the evolving needs of our customers. To help

drive this strategy, we will deliver new versions of our Creative Suite family of products during the year with a focus on

improved . integration between our products, more efficient collaboration and workflow capabilities, and enhanced

functionality — particularly in areas related to interactivity and rich media use related to Adobe Flash content creation, mobile
and alternative device content creation, and hosted cloud-based services which will augment the capabilities of our desktop
products. We will also utilize hardware improvements such as 64-bit computing support and graphics processor unit
acceleration to significantly improve the performance of ouf produets. .. ' "

We believe that, while many of our customers have made the switch to our Creative Suite editions from individual
creative products, there still remains a large opportunity to migrate Cii:s’tqﬁfeifs from individual products to Creative Suite
editions — particularly in emerging markets and other large geographic markets outside the United States where our Creative
Suite penetration is lower. We also believe many customers who did not migrate to newer CS4 releases during 2009 due to
economic factors could upgrade to new versions of our products in 2010, due to new and enhanced features, improved
productivity gains, support for the latest Microsoft and Apple operating systems that are being adopted by our customers,
new hardware purchases by our customers which could cause them to update old versions of creative software, and the
addition of features in some of our creative products which will provide better integration with our Omniture Web. analytics
and business optimization products.” - SR st U : :

. To increase the addressable market for our Creative Solutions business, and to address the needs of customers creating
interactive content and applications for both PC and non-PC based environments, we intend to add Adobe Flash Catalyst and
Adobe Flash Builder to some of our Creative Suite configurations in 2010. We believe interactive designers, Web developers
and other pfg@ﬁivé pgdfessionals,Will benefit from the added features and integration of these Platform Business Unit products

with the other creative products they regularly use to provide innovative ways to deliver improved Web-based content,
applications and experiences for both PC screens and non-PC screens such as mobile device and TV screens.



We intend to continue our efforts to be the recognized market leader in the professional page layout, Web layout and
illustration software markets. In' page layout, we will continue to add new features to our InDesign product with a focus on
cross-media publishing workflows, as well-as continue to enhance its integration with other products print. professionals
utilize in their workflows. In Web layout, we strive to continue to redefine the. Web.experience by offering the most feature-
rich, market-leading solutions for Website design and development with our Dreamweaver and Flash offerings. In
illustration, we will continue to innovate and develop new capabilities Wthh we beheve w111 presetve our Tllustrator product
as a leading graphics creation solutlon

We plan to continue to work on enhancements for our Photoshop family of. product offerings to meet the evolving needs
of professional photographers, creative professional customers (including graphic -designers, Web designers and video
producers) and imaging enthusiasts to drive upgrades and new-user adoption. We also plan to add new capabilities to-Adobe
Photoshop Lightroom, our digital photography workflow: tool for professional photographers and hobbyists. In addition, we
continue to believe many customers will license the Photoshop product capabilities via our Creative Suite editions as opposed
to licensing individual Photoshop products

With our set of professional d1g1ta1 video: and motlon graphlc products we stnve to prov1de the market-leadmg, end-to-
end digital video, motion graphic and animation platform for our customers. To giow this business;. we will continue to
market the advanced features, the cross-platform and cross-device capabilities, and the workflow: benefits of this platform to
creative professionals and videographers in the film, broadcast, corporate and event videography market segments.. We are
also enhancing our FMS solution to deliver the highest quality video streaming capability and we are ‘working with partners
to deliver integrated video systems and video dehvery services. With broad adoption of Adobe Flash Player and its high-
quality video playback features, we will continue to work on advancing our seamléss video authormg-to-playback workflow
capability for those wishing to provide a rich video experience on the Web and to moblle devices. We will also work to
integrate analytics and optimization capablhtles 1nto our v1deo SOhlthIlS 1everagmg our OSMF effort and the capablhtles of
our Omniture offerings. ‘ ) .

To further our initiatives in digital video.and motion graphics, we intend to extend our leadership position in Web video
by continuing to support and drive the improvement of industry standards, as well as innovate and deliver advanced content
creation, protection, delivery and monetization capabilities in our dynamic medid. streamlng products the Adobe Flash
Player, our OSMF effort and our Omniture solutions. By focusing on the end—to-end video workflow needs and monetization
goals of our customers, we believe we are un1que1y positioned to prov1de the best solution for the creation and dehvery of
high-quality Web video content. In addition, as the number of hobbyists desiring easy-to-use video editing sohitions grows,

we intend to enhance the video editing and DVD creation capabilities of our Adobe Premiere Elements. product for the
sharing of digital video memories; - : . :

With our Scene7 solutions, we intend to market their capabilities to help customérs automate the production and
availability of rich media experiences, including zoom, dynamic sizing, personalization and interactive dynamic product
catalogs. In addition, we believe our Scene7 solutions will help Adobe build a more’robust Internet infrastructure for the
delivery of software as a service (“SaaS”), allowing us to. flirther.develop the. brand-name: customer. list for our Scene7
solutions and accelerate the online availability of Adobe technologies used by millions of creative professional and hobbyist
users.

Creative Solutions Products : k

Adobe After Effects Profess1onal—soﬁware used to create soph1st1cated ammatlon motlon graphlcs and visual effects
found in television broadcast, film, DVD authormg and the Web; provides 2D and 3D compositing, animation and visual
effects tools, as well as advanced features such as motlon trackmg and stablhza‘uon advanced keymg and warpmg tools,
more than 30 additional visual effects and additional audio effects.

Adobe Audition—a profess1ona1 audlo edltlng env1ronment designed for demandmg audlo and V1deo professmnals
provides advanced audio mlxmg, edltlng and effects processmg capablhtles ‘

Adobe Creative Suite Des1gn Premium—an integrated software solutlon that creatlve profess1ona1s can use as a platform
for print, Web and mobile content publishing; combines Adobe Acrobat Pro, Adobe Dreamweaver, Adobe Flash
Professional, Adobe Illustrator, Adobe InDesign and Adobe Photoshop Extended technologies with file management and
integration technology called Version Cue, a file management and control center called Adobe Bridge, a tool Used to produce
innovative and compelling content for a broad range of mobilé phones and consumer electronics devices called Adobe
Device Central, and Adobe Acrobat Connect Web conferencing software that enables users to instantly communicate and
collaborate through easy-to-use, easy-to-access online personal meeting rooms.



Adobe Creative :Suite Design Standard—an 1ntegrated software ‘solution that:creative professionals can utilize for
professional design and print production, page layout, image editing, illustration and Adobe PDF workflows; combines
Adobe Acrobat Pro, Adobe Hlustrator, Adobe InDesign and Adobe Photoshop! technologies, Versron Cue, Adobe Br1dge
Adobe Device Central and Adobe Acrobat Connect Web conferencing software..

Adobe Creative Suite Master Collection—an 1ntegrated software solution which provides all the tools creative
professmnals require to create content for every design discipline in one offering; provides capabilities for professional page
layout, image editing, vector illustration, print production, Website design/development, rich interactive content creation,
visnal effects and motion graphics, video capture/editing/production, DVD titling and digital audio production; includes
Adobe Acrobat Pro, Adobe ‘After Effects Professional, Adobe Contribute, Adobe Dreamweaver, Adobe Encore, Adobe
Fireworks, Adobe Flash Professional, Adobe Illustrator, Adobe InDesign, Adobe Photoshop Extended, ‘Adobe Premiere Pro
and Adobe Soundbooth technologies, Version Cue, Adobe Bridge, Adobe Device Central, Adobe Acrobat Connect and
Adobe Dynamic Link which enables intermediate rendering for a smoother workflow between video production tools.

Adobe Creative Suite Production Premium—an integrated software solution that provides creative professronals a
complete post-production solution consisting -of video, audio and design tools that can: be utilized to create and deliver
content to film, video, DVD, Blu-ray Disc, the Web and mobile devices; combines Adobe After Effects Professional, Adobe
Encore, Adobe 'Flash Professional, Adobe Illustrator, Adobe Photoshop Extended, Adobe Premiere Pro and Adobe
Soundbooth- technologies, Versien Cue, Adobe Bndge Adobe Devrce Central Adobe Acrobat Connect Web conferencmg
software and Adobe Dynamic Link.

. Adobe Creatlve Suite Web Premlum——an mtegrated software solution that provides creative professronals a complete
solution for creating interactive Websites, apphcatlons user interfaces, presentations, mobile device content and other digital
expenences allows users to prototype Web projects, design Website assets, build Web experiences and efficiently maintain
and update Web content; combines Adobe Acrobat Pro, Adobe Contribute, Adobe Dreamweaver, Adobe Fireworks, Adobe
Flash Professional, Adobe Illustrator and Adobe Photoshop Extended technologies, Version Cue, Adobe Brldge Adobe
Device Central, Adobe Acrobat Connect Web conferencing software and Adobe Dynam1c Link. »

_ Adobe Creative Suite Web Standard—an 1ntegrated software solution that provrdes a basic toolk1t for Web de51gners
and developers to prototype, design, develop and maintain Websites, Web applications, interactive Web experiences and
mobile content; combines Adobe Contribute, Adobe Dreamweaver, Adobe Fireworks and Adobe Flash Professional
technologles Versron Cue, Adobe Bridge, Adobe Device Central and Adobe Acrobat Connect Web conferencmg software i

- Adobe Dreamweaver—a professional software development application used by designers and developers to create a
broad range of Web solutions for publishing online commerce, customer service and online educational content; includes
capabilities for visually des1gn1ng HTML pages, coding HTML and apphcatron logic and workrng with application server
technologres

Adobe Encore—professmnal DVD authormg and creation software; provrdes a comprehensive set of ‘design tools- and
integration with other: Adobe software to create a streamlined DVD creation workflow; prov1des ability to output proj écts to
recordable DVD formats including Blu-ray, ensuring a wide degree of playback compatibility.: - .

Adobe Fireworks—a professmnal graphics design tool that allows users to rapidly prototype and design Websites and
Web application interfaces while giving professional designers and developers tools for creating images that can be deployed
to Web browsers, Adobe Flash Player and Adobe AIR; integrates with Adobe Dreamweaver, Adobe Flash and Adobe
Photoshop, and. supports Adobe AIR application development :

_ Adobe Flash Access—a scalable, flexible content protectlon solutlon that enables the distribution and monetlza’tlon of
premium video content delivered online; previously known as Adobe Flash Media Rights Management Server.

Adobe Flash Media Interactive Server—a configuration of our streaming media capabilities to deliver secure, high-
quality video on demand, video bloggmg and messaging, Web conferencing and live video capabilities that can be viewed via
Adobe Flash Player and Adobe AIR; provides a flexible development environment for creating and delivering interactive
media . applications; utilized by many mdustrres 1nclud1ng media ‘and | entertamment telecommunrcatlons advertrslng,
government and education. L » -

" Adobe Flash Media Streaming Server———a lower—cost version of our streammg ‘media capablhtles that can be used to
dehver live streammg and video-on-demand streammg, conﬁgured for lower volume streaming of content that is suitable for
small- and med1um— size streammg needs



Adobe Flash Professional—provides an advanced development environment for creating Internet applications which
integrate animations, motion graphics, sound, text and additional video functionality; solutions built with Adobe Flash
Professional are deployed via the Web to browsers and to devices that run Adobe Flash Player. : .

Adobe Illustrator—a vector-based illustration design tool used to create compellrng graph1c artwork for print
publications, Websites and video production. Do S ‘ :

Adobe InCopy—an editorial tool for collaboratlon between wnters editors and copy-ﬁtters Adobe InCopy is a
companion to Adobe InDesign. )

Adobe InDesign—a page-layout application for publishing professionals; based on an open, obj ect—orlented archltecture
that enables Adobe and its industry partners to dellver powerful pubhshmg soiutrons for magazine, newspaper and other
publishing applications.

" Adobe InDesign’ Server—technology for thlrd-party systems 1ntegrators and developers to use for building design-
driven, server-based publishing solutions; brings the innovative design and typography features of InDe51gn software to the
server platform and enables Adobe partners to provide new levels’ of automation and efﬁclency in hrgh end edrtonal
workflows, collateral creation, variable data publishing and Web-based design solutions. - AR

Adobe Photoshop—prov1des photo’ design, enhancement and edltlng capablhtles for print, the Web and multl-medra
used by graphic designers, professional photographers, Web designers,’ professiondl publishers and video professionals, as
well as amateur photographers and digital imaging hobbyists.

Adobe Photoshop Elements—offers powerful yet easy-to-use photo editing ﬁlnctronahty plus 1ntu1t1ve organrzmg,
pr1nt1ng and’ sharmg capabrlltles for amateur photographers and hobbyists who want to create profess1onal-qual1ty images for
prrnt and the Web:

Adobe Photoshop Extended—prov1des the capablhtles of Adobe Photoshop, plus addrtlonal tools for edrtrng 3D and
motion-based content and performing image analysis; targeted for: film, video and multimedia professionals; graphic and
Web . designers using 3D and motion; manufacturmg professionals; medical professionals; architects and -engineers; and
scientific.researchers. .. | : : L : .

Adobe Photoshop nghtroom—software designed for professronal photographers and photo hobby1sts it addrésses their
unique photography workflow needs by prov1d1ng more efﬁcrent and powerful ways: to 1mport select develop and 'showcase
large volumes of digital images. -

Adobe Premiere Elements=-a powerful yet easy-to-use’ video-editing software for home video editing; provides tools for
hobbyists to quickly edit and enhance v1deo fodtage w1th fun effects' and transrtrons and create custom DVDs for sharing
video with friends and famlly

Adobe Premiere Express——v1deo remix and Vldeo edrtrng software l1censed to medla portals such as MTV com,
Photobucket and*YouTube to prov1de consumers W1th embedded access to’ rndustry leadmg Adobe v1deo editing and
enhancement technolog1es :

Adobe Premiere Pro—profess1onal drgltal V1deo edltlng software used to create broadcast—quahty content for video,
film, DVD, muitimedia and streaming over the Web.

Adobe Soundbeoth—an application that provides. video editors, desrgners and others who do not spe01a11ze in -audio
with the tools that they need: to accomphsh audio-based tasks in. then‘ everyday. work, such as removmg noise. from
recordings, polishing voiceovers and customlzmg music to fit a video or animation productlon

Adobe Story—new online collaborative script development tool currently in beta release and made available as a hosted
service; can be used to begin the planning and preproduction phase of video workflows and will be integrated with other
Adobe products, including future versions of the Adobe Creative Suite product family; developed to create more efficient
video production workflows while reducmg productron costs, Adobe Story automatically turns content in scripts 1nto relevant
metadata that can be used throughout the Adobe digital vrdeo workflow.

Adobe Visual Communicator—software used to create newscast-style video presentatrons that can be dehvered V1a e
mail, CD, DVD, PowerPoint or live over the Internet. - ~ , , g Sl

Business Catalyst—hosted software “service which provides an -all-i -in-one capablhty to develop, mamtam ‘and run a
Website to 1mp1ement rnarketmg campalgns and sell products onlme ‘ :



" Flash Video Streaming Service—via CDN partners, Adobe offers hosted services for streaming on-demiand video for the
Adobe Flash Player runtime -across - high-performance networks; built” with Adobe' Flash Meédia Server, Flash Video
Streaming Service provides an effective: way to-deliver FLV to large audiences without the: overhead of setting up and
maintaining streaming server hardware and network. : »

Open Source Media Framework (OSMF)—new framework for media player development that can be used to create and
deliver custom online media players for content owners; enables developers using Flash technologies to quickly and easily
add rich functionality such as advertising, user measurement and tracking, and social network integration into new custom
video players that can be branded for individual content owners. o ‘

Ovation—software which allows users to eghantx; Micrdséft PowérPoint slides into a richer visual cxpgrien,éé to help
deliver more impactful information, presentations and messages. ' - o

Photoshop.com—an online hosted service that provides customers with the ability. to view, enhance and share their
photos; also provides photo backup services, the ability to ~obtain seasonal artwork and other inspiring ideas that can be

utilized to enhance the photo viewing and sharing experience. =

Scene7 Oﬁ-Demand—provides an easy-to-use, Web-based system to upload,'manage, enhance and publish dynamic rich
content; used by many leading online retail Websites to automate the production and availability of rich media experiences,
ixxclxidi,ng zoom, dynamic sizing, personalization qﬁd';ntgractive'_,'QYnamicvpr,oducj: catalogs.

Business Productivity Selutions

The focus of our Business Productivity Solutions business is. to provide solutions. which meet the needs of enterprises
and governments to improve their productivity, help automate business processes, improve collaboration and reduce time-to-
market and costs. We believe there are several macro trends and specific growth drivers that are creating opportunities for our
Business Productivity Solutions business: BRI U # ‘ ‘ SRR

e Paper-to-digital — eliminating paper and moving'to dutomated forms-based workflows continue to be key challenges
in the enterprise. Paper remains prevalent throughout industries and governments, and there are goals to drive down
operational costs related to paper use and workflows involving paper-based documents. During the past decade,
there has been considerable progress made towards moving.away from paper-based: workflows. However, we
believe there still remains a significant opportunity to deliver solutions which focus on this opportunity.

e Collaboration — the nature of business continues to become more. social and collaborative, and enterprises and
governments are being forced.to become more, transparent.: Customers. and government constituents desire that their
online interactions be friendly and effective. As such, we believe weaving social, real-time iinteraction into every
customer interaction is becoming a key market opportunity, as well as a differentiation in the marketplace.

0 T ransfofmingy E:ustomer interactioﬁs — as ‘businensses _,iri‘creﬂa‘siy_ngly' mdy@ their customer‘ _serviée and new' customer
acquisition activities online, they are facing a completely different customer interaction model. We- believe more
than half of the transactions in our Adobe LiveCycle enterprise business during the past year relate to solutions
‘oriented around transforming business processes ‘such that’ organizations can more easily and cost-effectively
acquire, service, and ultimately retain their customers/constituents. © T T T ' :

" Given these market trends and growth drivers, we ‘categorize our 6pp01£tlu_hitie_:s’”alrjd our results into two distinct
businesses ‘within our Business Productivity Solutions: Knowledge Worker and Enterptise. Both businesses utilize industry
standards and leverage our client platforms that include Adobe Reader, Adobe Flash Player and Adobe AIR. ~ R
Kﬁowledge Worker Market Opporiunit)z -

“As patt of our Business Productivity Solutions focus, we address the needs of the knowledge worker customer whom we
define as someone working in document intensive industries, focused on creating and disseminating high“value information
as part of their job on a regular basis. Knowledge workers include a wide variety of job functions—such as accountants,
attorneys, architects, educators, engineers, graphic designers, insurance underwriters and stock analysts. These jobs typically

require the sharing of information either as a static, published document or as a collaborative, interactive document. .

Knowledge workers must create information and eontent from a variety .of sources and software applications, and be
able to exchange this information within a reliable format that. ensures,.»goworkers and qonstjtuents can reliably and securely
access the information. When appropriate, this information often needs to be protected or securely managed and controlled.
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Document-based collaboration among knowledge workers.-can".occur through face-to-face meetings, via. phone calls,
through e-mail or through Web conferencing technologies. Knowledge workers who participate in: collaborations with their
colleagues may be located in offices next door to each other, or in different parts of the world. These team members may
change. with: every pI'OJeCt and -either be part of an organization’s employee base, or be an external consultant or third- party
partner. ' . :

We believe there is a significant opportunity to provide solutions which enable knowledge workers to communicate and
collaborate across technical, geographical and social boundaries, both inside and outside of their companies We believe that
with such solutions, users can collaborate and efficiently manage feedback from the1r colleagues in both real time and on-
demand, and control how when and by whom 1nformatron is accessed.

Since the early 1990s our Acrobat family of products has prov1ded for the reliable creation and exchange of electronic
documents, regardless of platform or application source type. Users can collaborate on documents. with electronic comments
and tailor the security of a file in order to. distribute reliable Adobe PDF documents that can be viewed, printed or interacted
with utilizing the free Adobe Reader. Available in different versions which target a variety of user needs, Adobe Acrobat
provides essential electronic document capabilities and services to help knowledge workers accomphsh a wide range of ad
hoc tasks mvolvmg digital documents ranging from simple pubhcatlons to forms’to’ mission critical engineering and
architectural plans. Although Acrobat has achieved strong market adoption in document—lntensrve industries such as
government, financial services, pharmaceutical, legal, aerospace, insurance and technical pubhshmg, we believe there are
tens of millions of users who need capabilities such as those provrded by Acrobat who have not yet licensed an Acrobat-
based solution.

Our Acrobat.com service provrdes centrahzed onlme file sharing and storage capablhtles as well as s1mple PDF
creation, an online word processor, spreadsheet and presentation authoring capabilities, and personal Web conferencing
services with Adobe ConnectNow that is based on our Acrobat Connect Pro-Web conferencing solution.  In addition to
complementing our Acrobat desktop solutions, Acrobat.com alse serves as an'introductory service for knowledge workers
who wish to utilize PDF-creation capabilities and the. Adobe Reader; but have not yet licensed an Acrobat desktop solution.

Knowledge Worker Buszness Summary

. In fiscal 2009 our Knowledge Worker bus1ness was adversely affected by the recession and the weak general macro-
economic environment. This caused revenue for our Knowledge Worker. products to be approximately 23% weaker than
revenue achieved in fiscal 2008. Despite this economy-driven weakness, we maintained our focus on driving adoption of our
Acrobat products dur1ng the year—parucularly with enterprise and government customers.

Our Acrobat 9 family of products, which first shipped -in August of 2008, offers. features that allow Workgroups to
manage a range of essential business activities such as assembling documents from multiple sources, controlling security -and
access to sensitive information, enabling the creation and filling out' of intelligent -electronic forms and more effectively
collaborating on documents and projects. In addition, the Acrobat 9 family of products allows users to unify a wide range of
content into a PDF Portfolio. Users can assemble documents, drawings, e-mail, spreadsheets and rich media—including
audio, video, 3D and maps—in a single, compressed PDF Portfolio. Other version 9 features and enhancements included the
ability to: create interactive, on-demand presentations using Adobe Presenter software; easily share V1deo in PDF using FLV;
1mproved security to help protect and control access to PDF documents; permanently remove sens1t1ve 1nformatlon through
the use of redaction tools to black out sensitive text, illustrations, or other information; easrly create and manage electronic
forms; and enable anyone usmg the free Adobe Reader to d1g1tally 51gn documents partrcrpate in shared document reviews
and save forms locally These ‘énhanced capab1ht1es helped-to contmue the 1ncrease of our penetrat1on of Acrobat desktop
licenses in enterprises.

During the year, continued adoption of our Creative Suite products has also contr1buted to broader adoptron of Acrobat
in thé creative professional market. Acrobat Pro is mcluded in four of the six Creative Suite éditions and utrhzatlon of
Acrobat prepress, printing and collaboration functronahty is a critical component of creative customer workflows. As such,
adoption of Acrobat:through the Creative Suite family of products has resulted in a'material amount of Acrobat revenue
being reported.in-our Creatrve Solutions Segment dur1ng the year -
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We also continued to-grow the usage of Acrobat.com during fiscal 2009. Since it was first introduced in 2008, more than
five million users have created accounts to use Acrobat.com to create and share documents, communicate in real time, and
simplify working with. others. In the fourth quarter of fiscal 2009, we enhanced its capabilities with easier file sharing,
improved remote access including mobile device access, and the addition of new spreadsheet and presentation authoring
capabilities. We believe this compelling subscription-based service will enhance the growth capabilities of the Acrobat
family of products in the coming years.

Knowledge Worker Strategy

In fiscal 2010, we plan to continue to market the benefits of our knowledge worker solutions to small and medium-sized
businesses, large enterprises and government institutions around the world. With our Acrobat family of products, we intend
to continue to increase our seat penetration in these markets through the utilization of our corporate and volume licensing
programs. We also intend to increase our focus on marketing and licensing Acrobat in targeted vertical ‘markets such as
education, financial services, telecommunications and government, as well as expanding into emerging markets. ‘

We also plan to deliver a new version of the Acrobat family of products later in the fiscal year. This new release will
provide enhanced collaboration features as well as add additional capabilities to transform how Acrobat users create and
deliver more dynamic experiences within PDF files. We believe this new version will help to accelerate adoption of Acrobat
in targeted markets when compared to adoption and upgrade rates we experienced during fiscal 2009, which were adversely
affected by the macro-economic downturn. In addition, we intend to update the capabilities of our hosted service,
Acrobat.com, to increase the value of the service to existing and new users. As the use of Acrobat.com grows, we intend to
target users of the free aspects of the service with paid-for functionality that will enhance their use of the overall solution.

Knowledge Worker Products

Adobe Acrobat.com-—provides centralized online file sharing and storage capabilities, as well as simple PDF creation,
an online word processor called Buzzword, an online spreadsheet authoring tool called Tables, an online presentation
creation tool called Presentations, and personal Web conferencing services with Adobe ConnectNow. ‘ ' -

Adobe Acrobat Standard—creates secure, reliable and compact Adobe PDF documents from desktop authoring
applications such as Microsoft Office software, graphics applications and more; supports automated collaborative workflows
with a rich set of commenting tools and review tracking features; includes everything needed to create and. distribute rich
electronic documents: that can be viewed easily within leading Web browsers or on computer desktops via the free Adobe
Reader. B S A 2 ‘

Adobe Acrobat Pro—in addition to all the capabilities of Acrobat Standard, Acrobat Pro delivers specialized capabilities
for creative professional and engineering users, such as pre-flighting, color separation and measuring tools; also allows users
to insert FLV or H.264 video for. direct playback in Adobe Acrobat and Adobe Reader, create dynamic XML forms with
Adobe LiveCycle Designer ES and create PDF documents that enable Adobe Reader users to digitally sign PDF-documents.

Adobe Acrobat Pro Extended—in addition to all the capabilities of Acrobat Pro, Acrobat Pro Extended enables
collaboration between extended teams of designers and engineers to more securely and reliably communicate, visualize and
document architectural and manufacturing designs using 3D data; allows users ‘to insert and publish 3D designs from major
CAD applications in Adobe PDF documents that can easily be shared with suppliers, partners and customers using the free
Adobe Reader software; Acrobat Pro Extended also: allows users to easily add audio, video and quizzes to PowerPoint slides
to create rich, interactive presentations with Adobe Presenter; enables conversion of a variety of video formats to FLV for
playback in PDF; and enables the creation of PDF maps through the importing geospatial files that can retain metadata and
coordinates. Acrobat 9 Pro Extended includes Adobe LiveCycle Designer ES, Adobe Presenter, Adobe 3D Reviewer and
Adobe 3D Capture Utility for UNTX. h

* Adobe Document Center—a hosted service that enables businesses to secure and manage Adobe PDF documents and
other common business document files such as those in Microsoft Office formats. S '

Create Adobe PDF Online—a Web-based subscription.service that provides for the easy conversion of Microsoft Office
documents and other application files to Adobe PDF for the secure and reliable sharing of rich electronic documents that can
be viewed easily within leading Web browsers or on computer desktops via the free Adobe Reader.
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Enterprise Market Opportumzy

Enterprrses are. under mcreasrng pressure to save money, _offer 1mproved customer service, “adhere to regulatory
requirements and leverage existing investments in core systems As a means to address these issues, a critical .component of
- an organization’s business processes is the need to interact with data stored in enterprise applications. As this need expands
beyond the core users of those applications, adapting systems to accommodate a diverse group of users—including those
within and those external to the orgamzatron—has become an expensive and time-consuming endeayor. The outcome is a
prohferatlon of manual workarounds that result in process 1nefﬁcren01es delays and poor qualrty of mformatlon ‘

In addition, enterprises have built Web applications. which enjoy: the reach.of the Web but often: fail to deliver a user
interface with the ease of use and richness that users expect: This impedes utilization of these applications and increases
training-costs, and reduces the overall return on investment (“ROI”) that enterprises expect. Organizations are now looking to
RIAs to boost their ROI for these Web applications by combining a rich graphical application interface with the universal
reach of the Web.

We beheve significant opportumtres exrst to help enterprrses address these issues by makrng the1r busmess processes
more efficient and thelr Web. apphcatrons more engaging. We also believe forward-thmkmg enterprises are actrvely investing
in drsruptlve processes to engage more. meanlngfully with customers and the employees and partners who serve them.
Enterprises want to leverage these dynamrc human 1nteract10ns to create a more effectrve customer mteractron model which
accelerates acqu1s1t10n and retentlon

To address these opportunities, we offer a platform for enterprrses and governments to burld Customer Interaction
Solutions (“CIS”) utilizing our Adobe LiveCycle Enterprise Suite (“ES™) solutions to securely extend the reach of
information, processes and services to engage with customers and constituents. Our CIS solutions leverage our Adobe Reader
and the Adobe Flash Platform which help businesses: and' g’overnment agencies: inspire commitment: in. théir.customers and
constituents by engagmg them——anywhere anytrme and in; any medrum through our umversal clrents and application
solutions. . - SOFTES 5 ‘ ; T ,

‘Our Adobe Flash Platform enables. rellable secure and nch appllcatron experlences ‘across browsers desktops and
devices. The platform provides developers with an RIA programmniing model ‘to integrate and optimize workflows and a
server software framework to simplify integration and leverage existing enterprise infrastructures. We also offer CIS services
and other software components to accelerate the creation of compelhng, relevant and actlonable apphcatlons either through
RIAs or through mtelhgent electronic documents based on Adobe PDF ' :

To improve their collaboration and communication capabrlltles we belleve enterprrses wrll mcreasmgly utrl1ze real time
communication to improve how they train, market, 'sell and: support their products and solutions to their customers. For this
reason, we now include our Adobe Acrobat Connect Pro product line as part of our CIS offerings. Connect Pro provides
capabilities via Adobe Flash Player for live Web conferencing, as well as delivering on-demand rich presentations through an
on-premise server or as a hosted service. By also offering: Web. conferencing services .as part of our LiveCycle. family of
products, we believe we can .extend adoption of Web conferencmg toa broader potentlal market and grow the use of such
technology with an-easy-to-adopt business model. r : : \ :

~ Although our ‘solutions address the neéds of a drverse set of enterprlse customers we focus prrmarlly on two key vertical
industries: financial services and government. To a lesser extent, we also target vertical markets such as media and
entertainment, manufacturmg, telecommunications and healthcare. For all these customers, we offer comprehensive, scalable,
secure and reliable server products and” tools to ‘develop apphcatlons tallored to the1r spec1ﬁc mformatron and business
procéss requirements.

Enterprise Business Summary

In fiscal 2009, revenue performance for our Enterpnse products was better thani Adobe’s overall business. Desprte the
negative macro-economic backdrop, overall LrveCycle revenue declmed only slrghtly on a year-over-year basis. A
contributing factor to the yeat-over-year decline in our LiveCycle revenue was our strategic decision to focus less on
consulting services as a component of overall LiveCycle revenue during the year. With increased consulting’ support by
systems integrators such as Cognizant, Deloitte and Tata Consulting, we downsized our consulting organization and the
revenue aspirations associated with it as we entered fiscal 2009—and focused our revenue generation primarily on the
licensing of our LiveCycle solutions.
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The overall performance of our enterprise business benefitted from the release of new versions of products during the
year. In the fourth quarter of fiscal 2009, we delivered Adobe LiveCycle Enterprise Suite 2 (“ES2”), which enables
businesses and governments to deliver personalized experiences to improve employee productivity and the overall experience
of their customers and constituents. ~ R o B

LiveCycle ES2 is an integrated J2EE server solution that blends data capture, ‘process management, information
security, document generation and content '_serv"ices to help create and deliver rich and engaging applications that reduce
paperwork, accelerate decision-making and help ensure regulatory compliance. Tt provides developers the ability to build
applications that improve interactions with,customers and constituents across devices .and channels. Delivering significant
productivity improvements to IT and line-of-business managers, LiveCycle ES2 -also :provides an RIA framework for
building customizable. RIA workspaces,-mobile and ‘desktop access to critical applications, and deployment as hosted
services. : .o G maiat o b 2 S S : :

New features and enhancements to LiveCycle ES2 include expanded client and Web browser support. We believe the
extended mobile and desktop access to LiveCycle ES2 will help organizations save time and costs by providing seamless
end-user access to processes and services that help them complete their work faster. As part of LiveCycle ES2, we offer new
capabilities such as LiveCycle Workspace ES2 Mobile—which enables access to LiveCycle ES2 from smiartphones including
iPhone, Blackberry and Windows mobile devices, thereby incteasing user productivity by allowing access to tasks when
users are away from their desks. We also offer LiveCycle Launchpad ES2, which is an Adobe AIR application that provides
easy access on the desktop to initiate LiveCycle ES services such as PDF creation. . . S

Additional LiveCycle ES2 capabilities included expanded RIA data services. Through closer integration with: the Adobe
Flash: Platform, LiveCycle ES2 enables Adobe Flex :and:LiveCycle:developers to create user-centric applications that are
unique to particular business needs. The new LiveCycle Mosaic ES2 capability is an. RIA framework for rapidly assembling
and engaging activity-centric enterprise applications, and provides knowledge workers with real-time, contextual information
from multiple sources in a single, personalized view. Developers can extend existing applications by exposing their business
logic and user interfaces into application tiles that can be assembled to create unified views. o

In addition, we provide LiveCycle Collaboration Service, which is a new hosted service that provides developers and
enterprises with ‘a scalable solution to easily build real-time, multi-user collaboration into existing or new RIAs. LiveCycle
ES2 also provides the option to deploy LiveCycle capabilities in the cloud, hosted in the Amazon Web Services cloud
computing environment. We believe these capabilities: provide organizations with a faster.deployment path:and lower total
cost of ownership. It also allows developers to stage multiple applications before going live in production.:

‘To make it easy for enterprise:designers and developers to automate enterprise-business processes, we provide tight
integration of Adobe tools and solutions such as LiveCycle ES2 Solution Accelerators—which help organizations launch
project planning and prototyping, and decrease:development time: New LiveCycle ES2 Solution Accelerators include human
capital management, eSubmissions, correspondence management, new account enrollment and services-and benefits-delivery.
We also provide LiveCycle Workbench ES2, which is an integrated development environment (“IDE”) that allows
developers, designers, and business analysts to work together collaboratively. o o

' These LiveCy‘clé ES2 'capabilitie_s, ‘builcsl vupbn advarice_in_énté ‘we have rriadc_'; with leeCycleES that 'pféviaed common
services software for functionality such as forms automation, PDF document creation, document security and process
management. o '

In fiscal 2009, we also increased our focus on the Web conferencing market opportunity with our Acrobat Connect Pro
product line, which is licensed by customers as ‘on-premise server-based software or as a :hostcd service. Revenue grew by
more than 20% in fiscal 2009 due to our increased focus on marketing and licensing the product, as well as overall growth in
the market opportunity. o T o o o
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Enterprise Strategy

In fiscal 2010 we will continte to focus on offering more complete enterprise server-based solutions targeting the needs
of governments and enterprises worldwide. We wish to help these customers develop and deliver self-service and assisted-
service Web-based applications that blend rich user interfaces and documents with data capture, document collaboration,
process management and document generation capabilities that are easy to use. We strive to provide solutions which are
customer-centric and help the constituents of our customers Work together on complex processes and bridge the digital and
paper-based environments, and do so by providing capabilities that are accessible by anyone. We intend to provide such
solutions directly through our field organization, as well as together with global and regional systems integrators we partner
with that deliver comprehensive solutions to their customers.

. We will continue to focus our go-to-market efforts on vertical markets such as financial services and government We
1ntend to continue to build out our go-to-market model to leverage sales and consultmg delivery through systems integrator
partners We will also work to enhance our solutions offerings through investments in new SaaS, or on-demand, capabilities
for our enterpnse server product family.

With our Connect Pro product, we intend to increase awareness of our solution in markets such as government and other
regulated industries. We also intend to expand our go-to-market opportunity by working with Conferencing Service
Providers, and we plan to deliver capabilities which allow developers to build collaboration-enabled business processes
utilizing Connect Pro functionality and services.

Enterprise Products ‘
Collaboration .

Adobe Acrobat Connect Pro—a rich Web-based communication system which enables organizations to reduce the costs
of travel and increase the effectiveness of online training, marketing events, sales meetings and collaborative Web
conferencing solutions which are instantly accessible by customers, partners and employees using Adobe Flash Player;
consists of a core Connect Events Server or hosted service, and: modules.that provide specific application functionality,
including Connect Training and Connect Events; can be deployed with either some or all of these components together;
Connect Training allows organizations to build a complete online training system with Microsoft PowerPoint presentations
that include surveys, analysis, course administration and content management; Connect Events allows users to provide
seminar and training sessions as well as to conduct business presentations through the Web.

“-Data Capture . .

Adobe LiveCycle Barcoded Forms ES2—server-based software 'application which enables organizations to accurately
capture user-supplied ‘information from fill-and-print paper forms that-uses proven and dynamic 2D barcode technology
online and offline to automate the extraction of data from paper forms and deliver it to core systems for processing;
dramatically reduces costs, errors and time compared to manual data entry and solutions based on optical character
recognition; barcodes are initially set up through creation of the form with Adobe’s Designer application; after the form is
printed, signed and returned by users of the form, the barcode on the form is scanned and decoded, and form data obtained
from the barcode is routed to the appropriate enterprise application through Adobe’s LiveCycle server products.

Adobe LiveCycle Data Services ES2—high-performance, scalable and flexible framework that streamhnes the
development of RIAs using Adobe Flex and Adobe AIR; abstracts the complex1ty required to create server push—based
applications and supports a rich set of features to create real-time solutions; utilizes powerfiil data services and srmphﬁes data
management problems such as tracking changes, synchronization, paging and conflict resolution; deployed as a standard
J2EE Web applrcatron which enables customers to leverage their existing mfrastructure

Adobe LiveCycle Forms ES2—server-based software application that organizations can use to* cost—effectlvely and
securely extend their core business processes beyond their enterprise system; enables customers to create and deploy XML-
based form templates as PDF, SWF, or HTML for use with Adobe Reader or Adobe Flash Player software or with Web
browsers; provides for the capture of data from submitted forms and the transfer of the data dlrectly into an organization’s
core busmess systems, thereby streamlining form-driven busmess processes and nnprovmg data accuracy.

Adobe LiveCycle Reader Extensions ES2—server-based software application which lets enterprrses easily share
interactive Adobe PDF documents with external parties without requiring recipients of the documents to purchase Acrobat
software that normally would be necessary to interact with the Adobe PDF documents they receive; unlocks features on an
individual Adobe PDF document by document basis so that when such a file is opened in the free Adobe Reader, users have
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access to tools that normally would not be available in Adobe Reader, such as reviewing and commenting funetions, digital
signatures to electronically sign PDF documents, embedding file attachments, enabling database and Web service
capabilities, and the ability to fill in form data, submit and save electronic documents locally. ‘

- Information Assurance

Adobe LiveCycle Digital Signatures ES2—server-based software application that helps organizations automate the
processing of electronic documents by_pvaiding batch-based capabilities to digitally sign and certify Adobe PDF documents,
validate digital signatures and encrypt/decrypt Adobe PDF documents; safeguards information when it leaves a company’s
network and integrates with existing public key infrastructures. . ' ' ‘ ‘ o

Adobe LiveCycle Rights Management ES2—server-based software application that helps organizations manage
information access securely with dynamic, persistent document control; allows for access control and auditing of Adobe
PDF, Microsoft Word, Microsoft Excel, MicrosoftyPOWerPoint,PTC Pro/ENGINEER, Dassault CATIA ahd Lattice XVL
CAD document usage inside or outside the firewall, online or offline and across multiple document platforms; Tlets
organizations know when a document has been viewed, printed or altered and restricts access 50 that only intended recipients
can open, use and forward a document; allows for previously granted document permissions and access to be revoked;
leverages Adobe Acrobat and Adobe Reader and other client plug-in software to author and view profected documents.

Document Qutput

Adobe LiveCycle Output ES2—server-based solution which supports on-demand document processes including the
generation of documents such as correspondence, confirmations, bids, or shipping labels; provides capabilities to merge
XML data from back-end systems with Adobe LiveCycle Designer ES templates to generate documents in PDF, PDF/A,
PostScript, PCL, or Zebra label formats; customers can customize electronic document packages by combining newly
generated PDF documents with existing files from document repositories; customers can also convert PDF documents to
print or image file formats and then route them automatically to support direct server-based printing or archiving operations.

- Adobe LiveCycle PDF Generator ES2—server-based. software which automates the creation, assembly, distribution and
archival of PDF.documents in. combination with critical business processes; converts a wide range of native and standard file
formats, and can combine newly created PDF documents with existing files or pages to assemble customized PDF packages;
supports direct server-based PDF printing or-can-convert. PDF documents to a wide varigty of formats, including image
formats and PDF/A. REED e DI Lot : S ey S ‘

Adobe LiveCycle PDF Generator 3D ESJ—server-based software which extends Adobe LiveCycle PDF Generator ES
with support for the conversion and integration of complex 2D and 3D CAD design and engineering product data into a
single PDF document that can be shared using the Adobe Reader software without requiring a CAD application or viewer.

- -Adobe LiveCycle Production Print ES2—server-based solution that performs high-volume jobs through efficient batch
processes; generating documents such as-statements; invoices, contracts, or welcome kits; merges XML, ASCIFor other data
types from back-end systems with. Adobe LiveCycle Designer ES templates to generate documents in a broad range of print
or electronic formats to support high volume production requirements; enables customers to print document packages: by
collecting multiple jobs over time and then grouping them to minimize mailing costs. o o S

Process Management ' ' . '

Adobe LiveCycle Business Activity Monitoring ES2-—software that allows admiinistrators and process participants to
quickly identify bottlenecks, check progress and view other process information related to business transactions; comes in
two versions:  Adobe LiveCycle Business Activity Monitoring (“BAM”) ES Standard, which allows for the monitoring of all
LiveCycle processes with 16 out-of-the-box dashboards and, Adobe LiveCycle BAM ES Exténded, which adds the ability to
extend Adobe LiveCycle BAM ES to other éiterprise business systems so that users can monitor business processes inside
and outside the LiveCycle:environment. .- = - SRR Lo : =

" Adobe LiveCycle Process Management ES2—server-based process management application that allows organizations
to orchestrate people, systems, content and business rules into, streamlined, end-to-end processes that are accessible to
process participants through engaging user intetfaces, online or offline; provides out-of-box dashboards to help users gain
insights into business operations in real time and management tools to fix day-to-day operational problerns and make long-
term process improvements. : RN : o

RN
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Content.Services'

Adobe leeCycle Content Serv1ces ESZ—offers a library of serv1ces that can be used w1th other leeCycle solutlon
components to create content—rlch engagement apphcatrons whereby end users can share and collaborate on content
development in content spaces as part of a company’s business processes; supports check-m/check-out capabilities, keeps a
complete audit history of all document actions and provides a fully integrated set of content services ranging from an
enterprise content repository to social collaboration tools suchas enterprise -forums; also includes team collaboration
capabilities such as forums and discussions, and provides Microsoft Office plug-ins that enable users to interact w1th the
process engineand content repository using Microsoft Word and Mlcrosoft Excel: ‘

Adobe LrveCycle ES Connectors for ECM—solutions whrch enable Adobe LiveCycle customers to connect their
LrveCycle applications with other 1ndustry—lead1ng enterprise content management systems, such as EMC Documentum,
IBM FlleNet and IBM Content Manager )

Other Knowledge Worker and Enterprzse Related Products

Adobe Central Pro Output Server—a server-based software apphcatlon for ‘document generation that allows
organizations to create personalized, customer-facing documents from any data source—mcludlng legacy, line-of-business,
ERP or CRM apphcatlons merges data with an electronic document template usmg a powerful processing engme to
dynamically generate electronic documents such as purchase orders, invoices, statements and checks for delivery via Adobe
PDF, the Web, e-mail, fax or’ print; works with :Adobe Output Des1gner whlch isa companlon tool used- to create
sophisticated document templates. . :

Adobe LiveCycle Des1gner ESZ—desktop softwate apphcatron wh1ch srmphﬁes the creation and malntenance of
intelligent XML based forms for deployment as Adobe PDF forms, HTML apphcatrons and Flash based RIAs; prov1des an
intuitive, graphlcal design tool for creating XML templates 'that look exactly as the author intended and previewing them
before deployment; it also simplifies adding intelligence to documents such as busmess and routing logic, and binding form
fields to arbitrary XML schemes for seamless rntegratron W1th enterprlse apphcatlons '

-Adobe. Output De51gner—a design tool that allows users to create electronic:document templates. for use with Adobe
solutions for. -document generation; ‘aids in the creation of electronic documents that . exactly: rephcate exrstmg paper
documents. , ‘ : :

Adobe Output Pak for mySAP.com—a SAP-certified server-based software application for document generation that
enables organizations to- optimize  their investment in their SAP. solution by creating personalized, professional-looking,
customer-facing documents; provides an.easy, fast and cost-effective way to create and maintain decuments for the SAP
environment; integrates directly with an SAP system to extract information which is merged with a document. template that
defines the Iayout and formatting of the document; output can be ina vanety of formats, including Adobe PDF, pnnt fax, e-
mail and the Web. s S :

Adobe Reader—software for reliable rev1ew1ng and printing of Adobe PDF documents on a variety of hardware and
operating system platforms; when used with certain Adobe PDF documents created with Adobe LiveCycle Reader
Extensions Server, Adobe Acrobat Pro or Adobe Acrobat Pro Extended; Adobe Reader also, can be used to enable
collaborative workflows through the addition of collaboratlon features built into the Adobe PDF file; these features include
review and markup ‘tools that normally are not present in the standard Adobe Reader product.

Adobe Web:Output Pak—a server-based software apphcatlon for document generatron creates documents in PDF and
HTML for presentation on the Web and in Wireless Markup Language for presentation to a wireless device; allows users to
personahze and control the look of documents based on the data the documents contain.

Ommture Segment

Ommture Market Opportunlty

Our Omniture Business- segment provides Web analytrcs and onlrne busmess optrmrzatlon products and: services, which
we:deliver through our Omniture line'of products and our Omniture Online Marketing Suite. Customers use our Omniture
products and services to manage and enhance online, offline and multi-channel business initiatives. :
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Customers who use our Omniture solutions include marketing professionals such as marketing managers, - online
marketing managers, search engine marketers, media managers, media buyers, marketing research analysts and the chief

marketing officer. Customers also include’ Web content editors, Web analysts and Web production managers. These

customers often ‘are involved in workflows which utilize other Adobe products, such as our creative professional tools and

our Adobe Flash Platform client techniologies.

- We believe there are several key-market trends creating oppottunities for our Omniture business: ..~ . 5

e Broad commercial utilization of the Internet'-— The Internet has fundamentally altered the way ‘businesses and
consumers purchase and consumer goods and services. It has also redefined many business processes and has

' created opportunities for new online businesses, as well as for existing offline businesses seeking to capitalize on
online initiatives. Because of this, businesses are investing in innovative onli __‘:é‘:',in‘itieitive‘s to increase sales, improve
customer service, enhance brand awareness, decrease time-to-market for their offerings, reduce fulfillment costs
and increase operational efficiency. We expect that the scope and scale of commercial Internet usage will continue

to increase. The roll-out of broadband networks and mobile networks, particularly in emerging geographic markets,
will contribute to the growth of Internet usage. Internet commerce should also continue to grow. Proliferation of
online marketing and customer response channels—such as mobile, online video, and social networks—will
continue to generate interactions that need to be measured and analyzed agross channels. - o

e “iNeed to measure and automate -online business — In otder: to ‘make: informed decisions about priorities and
investments in online marketing and other commercial initiatives, we believe businesses require timely and accurate
measurement of customer behavior.. The proliferation of Internet usage and the fact that nearly every user

" interaction on a Website (or other digital medium such as mobile phone applications, set-top boxes, kiosks, point of

sale systems or any IP connected device) can be captured by the owner of the Website, or other digital medium,

" have resulted in the creation of an unprecedented amount of data about how a business’ customers interact and

transact busifiess with it. Businesses are increasingly realizing the benefit of using information gained from online

and other digital customer intéractions to improve functional areas, such as sales, customer service, product

" development; marketing, pricing; manufacturing and inventory management. The interactive and measurable nature

of Internet activity also enables businesses to determine how customers arrived at their online destinations, such’as
Web and mobile sites, and to what extent the costs they incur to increase site traffic are generating sales.

o Opportunity to' optimize online business — Measuring online behavior and automating the capture and analysis of
~ data are important for making informed business decisions. Businesses also need to leverage data to-optimize the
- results of their online: business activities. For example, businesses have historically measured the success of their
- online marketing ‘programs by ‘simple click-through rates or conversion rates, the latter being-the percentage of
“click-through users who ‘make a purchase or’otherwise engage in the desired customer action during the online
session. However, the effectiveness of online marketing can be optimized by analyzing and acting on deeper
information, such as repeat visits, transactions generated, registrations, traffic pathways. (various paths of online
visitor traffic flow), time spent and quality of interaction (engagement), eventual conversion (desired customer
‘action taken in subsequent visits) or success over time (lifetime value of customer) as well as comparing the relative
. effectiveness of different marketing channels (attribution). Business success metrics can also vary based on the
“industry or vertical market—for example, media companies optimize subscriptions and online advertising revenue,
whereas retailers and ecommerce companies focus on registrations and online purchases. Online businesses utilize
" a large and growing number of complex and"diverse communication channels to market to customers; including
display advertising, paid and natural search advertising, e-mail, social media marketing, affiliate marketing, blogs,
podcasts, video, RIAs and comparison shopping engines, as well as traditional offline initiatives. The emergence-of
multi-channel marketing initiatives, which combine traditional offline marketing initiatives such as television, print,
magazine, newspapers, radio and catalog with online marketing initiatives, makes the measurement and analysis of
online behavior more challenging, but presents additional opportunities to optimize results. For example, businesses
want to measure and understand the impact of their advertising initiatives across all these channels, not only to
_ determine how much credit should be -given to.a particular channel and to understand cross-promotional
. effectiveness, but more importantly to optimize search spending, make adjustments in the way channels are utilized
and align the amount of resources that are allocated to each of them. S ‘ : :

For many years, Adobe has provided creative tools and ubiquitous clients via the Adobe Flash Platform to help
customers create and deliver engaging content and experiences. Given the market trends described above, we believe the
combination of our tools and clients with Omniture’s capabilities will help customers to more efficiently and effectively
measure, analyze and optimize those experiences—creating a complete feedback loop. With this broad platform, we believe
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there is a unique opportunity for Adobe to deliver an end-to-end workflow that will allow customers to create, deliver,
monetrze and optrmlze the 1mpact and business results of their content and assets.

Ommture Busmess Summary

We acquired Omniture on October 23, 2009. As one of the largest businesses in the SaaS industry", our Omn'iture
business segment processed.over one trillion transactions' during: the period of Adobe’s fourth quarter in a hosted
environment for approximately 5,000 customers around the world. ;

‘Like the rest of our business segments, Omniture revenue was adversely affected during 2009 and growth rates slowed
compared to those achieved in 2008. However, in a trend that began before our acquisition of Omniture in October 2009, the
Omniture business appeared to stabilize during the fourth quarter with the improvement in the general economy, as indicated
by an increase in the transaction volume on; our network. In addition, our customer retention rates began stabilizing and we
experienced an increase in sales of additional subscription services into our existing customer base.

.- Omniture’s flagship product, SiteCatalyst, anchors our analytics business, and represented 56% of the Omniture revenue
reported in the fourth quarter of fiscal 2009. This compares. to revenue of 62% in the comparable year-ago period, and
reflects success against. our effort to provrde additional types of services beyond analyucs which integrate into our Online
Marketing Suite. These additional services represented 32% of Omniture’s revenue in the fourth quarter of fiscal 2009, and
compares to 27% in the comparable year-ago period. Our Omniture professional services, 1nc1ud1ng training and consultxng
serv1ces comprrsed the remammg 12% of Ommture s revenue in the fourth quarter of fiscal 2009

Omnzz‘ure Strategy

In the coming year, we hope to build upon the momentum Omniture achieved over the past several years by enabling
our. customers to-capture, store -and analyze information generated by their Websites and other sources and to gain critical
business insights into the performance and efficiency of marketing and sales initiatives and other business processes. We
intend to help our customers utilize this information to automate the targeting and delivery of content and marketing offers on
a Website, as well as the broader Internet, and test site design and navigational elements to optimize the user experience and
revenue opportunities for our customers.. We- also intend to enhance our services by providing customers with real-time
access to online business information,. the ability to integrate that information with a broad set of other data sources, and
generate flexible reports using real-time and historical data and the ability to measure, automate and optimize critical online
processes. ot :

With the acquisition of Omniture in-fiscal 2009, we. believe we can help customers create a complete feedback loop of
creation, delivery, analysis, and optimization around their creative and enterprise workflows, We expect to add capabilities to
many of our content creation and developer tools to enable improved trackability of content in such workflows. :

We also believe we can accelerate the growth of our Omniture business by expanding the Omniture go-to- market
strategy to include new geographies and vertical markets where Adobe has a strong presence, o

Ommniture Products .- o S FE :

We offer the Ommture Online Marketmg Suite, our suite of products and serv1ces used to manage and enhance online,
offline and multi-channel business initiatives, which we hdst and deliver to our customers on-demand and also provide as an
on-premise solution for some products. Our Online Marketing Suite consists of an open business analytics platform and an
integrated set: of optimizatien applications for visitor acquisition; conversion, online analytics and multi-channel analytics.
These components and services are accessed primarily by a Web browser, and are built.on a scalable and flexible computing
architecture. As such, these components and services reduce the need for our customers to, make upfront investments in
technology, implementation services or additional IT personnel, thereby increasing customers ﬂex1b111ty in allocatmg thelr
IT capital investments.

The components of our Online Marketing Suite, are described in more detail below and are Organiied by four main
components of our offering: Visitor Acqursrtlon Conversion, Online Analytlcs and Mu1t1 channel Analytics.

Ommture Visitor Acquzsztzon

Omniture SearchCenter-hosted software Wthh s1mp11ﬁes search marketmg by prov1d1ng a common interface to
manage search campaigns across multiple search engines, integrate campaign metrics with web analytics, and optimize across
marketing programs; enables search marketing to occur in the context of a broader marketing plan such that users such as
online marketers can improve brand engagement and online conversions.
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Ompniture Conversion

Omniture Test&Target—hosted software which provides users such as marketers the capabiiities to make their online
content and offers more relevant to their customers, yielding the potential for greater customer conversion; provides an
intuitive interface for rapidly designing and executing tests, creating audience segments and targeting content. .

- Omniture Survey—hosted software which helps organizations design, create and’implement online surveys to measure
audience sentiment. ST Lol o , : ,

Omnituré SiteSearch-—hosted ‘software which gives users such as marketers' the ability to*control and optimize the
search resiilts.on their sites; enables control over the search experierice with presentation and navigation features designed to
help guide visitors to the most relevant information; integrated with Omniture SiteCatalyst,: SiteSearch dynamically promotes
the most successful products, services and content to the top of search results using--analytics-derived metrics such as
revenue, conversion rates and-page views. ‘ ‘ L o , R

Omniture Recommendations—hosted software which ‘enables businesses to promote products and contentonline;
utilizes: flexible: data and behavioral driven. algorithms, allowing customers to-increase conversions on their Websites by
ensuring relevant choices are automatically presented to customers, either on ' Websites or through email campaigns.

~ Omniture Merchandishi;g%hdSted,software which enables retailers to implement online ‘mexchandvisivng strategies that
optimize marketing effectiveness through increased conversions and average order value; helps retailers grow their online
business by improving shoppers’ ability to find and select products, as well as promoting products based on business goals
and metrics. = ‘

Omniture Publish-——an on-demand Web conterit management solution that enables business users to easily create,
manage and update Web content without the need of IT or Web developers; enables content owners to easily publish and
maintain contenton their Websites. =~ - - ' ’ TR o

Omniture 'Onlihe Analytics )

Omniture SiteCatalyst—hosted software which provides customers and users such as marketers the ability to capture,
store and analyze information generated by their Websites and other sources and to gain real-time businéss insights into the
performance and efficiency of marketing and sales initiatives and other business processes; built on-a scalable and flexible
computing architecture. :

. Omniture Discover—hosted software which provides users such as Web analysts and online marketets with real-time
visitor information and insight; enablés businesses to understand a comprehensive, multi-dimensional view of their customers
through accurate and timely information such that they can make informed decisions to improve the performance of their
business. '

Ommniture Multi-Channel Analytics» < ’ R : Co ,

Omniture Insight—on-premise software which enables organizations to quickly analyze large volumes of rapidly
evolving data in real-time; provides users with visualization capabilities to assist them with making quick business decisions
that can improve overall business performance; accepts data from any source, including data warehouses and business
intelligence tools. ‘ L . ‘ o

Omniture Insight for Retail—on-premise software which provides organizations with rapid customer insights using real-
time analysis of large volumes of continuously changing point-of-sale, kiosk and inventory data; helps users correlate data to
online interactions for a deeper undetstanding of customer responses across multiple chasnnels. :
Omniture Open Business Analytics Platform : ‘ I ,

- Omniture DataWarehouse—contains the information. captured by Omniture SiteCatalyst, our core Omniture product
offering, and other Omniture applications.

Omniture Genesis—contains application programming interfaces to integrate and augment analytics data with relevant
data from Internet and enterprise applications and data from a growing number of online and offline channels to enable
business optimization. B R B ' e v

L s
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Platform Segment

Central to our long—term strategy is our Adobe Flash Platform which enables the development and dellvery of
apphcatlons content and video which dramatlcally improve how businesses engage with their customers and constituents.
The Adobe Flash Platform includes client technologies such as Adobe Flash Player, Adobe Flash Lite and Adobe AIR. Tt
also includes developer tools and technologies such as Adobe Flash Professional, Adobe Flash Builder (formerly Flex
Builder), Adobe Flash Catalyst, Adobe Flash Platform Services and Adobe Flex. In addition, server technologies such as
Adobe FMS and Adobe LiveCycle Data Services round out our Flash Platform offerings. Of these products and services,
Flash Professional, FMS and LiveCycle Data services. are managed and delivered in other Adobe business units, yet they
remain core components of our Flash Platform. : -

Platform Market'Oprrtunity, Business Sum‘mary and Strategy

Our Platform Business Unit focuses on the development, marketing and licensing. of our Adobe:Flash Platform
technologies. We have achieved penetration of Adobe Flash Player on more than 98% of Web-connected PCs — making it
the most w1de1y distributed rich cliént software in the world. In addition, Adobe Flash Lite, which is licensed by mobile
handset and consumer electronic device manufacturers, has been dlstnbuted on more than 1.2 billion devices as of the Fall of
2009.

The broad reach and rapid adoption of the newest ‘versions of these Adobe Flash Platform technologies allows us to
rapidly innovate with our desktop and:enterprise server software which utilize these technologies — enabling our customers to
deliver new and more engaging experiences to their constituents that leverage the latest advancements in operatmg systems,
hardware and rich media technologies. :

Our most recent. major release of Adobe Flash Player for personal computers, version 10, was delivered in the fall of
2008. Within ten months of .availability, more than 93% of Web-connected PCs in mature markets had this latest: version
installed, the fastest adoption ever for a new version of our Flash Player. Building upon the success. of Flash Player 10, we
released a beta version of Flash Player 10.1 in November of 2009. In concert . with the availability of hew versions of our
Flash server products, the newest Flash Player adds improved video capabilities such as HTTP streaming, content protectlon
peer-to-peer support and enhanced d1g1tal video recorder capab111t1es such as pause, instant replay, and slow motlon

Due to the success and frequent electromc downloads of client' technologies such as Flash Player, we generate revenue
through OEM relationships with companies such:as Google, where we include their technologies as part of the download
offerings of our client technologies. In fiscal 2009, this download revenue grew: by more than 40% when compared to- fiscal
2008, and represented a significant part of the overall revenue we reported in curPlatform segment. :

‘As hundreds of millions of people around the world adopt Internet-connected hand-held phones and devices as.a means
to communicate, collaborate and entertain, as well as .consumer electronic devices such as digital cameras; game consoles,
music players and electronic educational toys, we believe a:significant opportunity. exists to offer our Adobe Flash Platform
technologies for these devices to provide for the creation and delivery of rich content, user interfaces and data services which
allow users to engage with information more ‘easily and effectively. This trend equally ‘applies to: categories such.as
Netbooks and Internet-connected televisions, and the explosion in adoption of such devices is creating a challenge for content
owners and application developers to dellver cons1stent experiences across multrple dev1ces operating systems Web
browsers and screen sizes.

.To address this opportunity, we partrmpate m the Open Screen Project: (“OSP” , which enables desrgner and developers
to seamlessly publish content and applications -across connected devices that utilize ‘Adobe Flash and AIR as a technology
foundation. Initially started in May 2008 with-approximately twenty: other participating companies, momentum for OSP grew
significantly in fiscal 2009 as the number of member companies supporting OSP grew to approximately fifty by October of
2009. Newest OSP members include Google, RIM and Palm, who join many other hardware manufacturers, moblle and
telev151on technology provrders and media companies.

Essential to the momentum of OSP was our decision to eliminaté licensing fees with our Flash client technology, as well
as progress towards our goal of delivering the full Flash Player that currently runs on PCs to the smartphone platform. The
removal of Flash licensing fees due to OSP resulted in an expected decline in Flash Lite mobile client revenue, with revenue
in fiscal 2009-decreasing by more than fifty percent when compared to‘revenue achieved in fiscal 2008.-

To address the opportumty of explosive growth in smartphone adoptlon, we made s1gn1ﬁcant technologieal progress
during the year with the conversion of Flash Player to run on non-PC devices. New Flash Player improvements include
improved graphics acceleration, -audio/video decoding, battery optimization, improved rendering speed and reduced memory
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consumption. In addition, new features include developer support for multi-touch and gesture user interfaces, accelerometer
support and screen orientation adjustments, and mobile text 1nput mechanisms. Based on thls progress, in October of 2009 we
demonstrated ‘initial versions of the new Flash Player running on smartphones systems using operating systems such as
Google Andrord and Windows Mobile. 'We expect to deliver beta versions of this software to handset manufacturers using
these operatmg systems as well as Palm WebOS Nokia S60 and RIM. We further expect handset manufacturers using these
platforms to begln shlppmg phones with Flash Player 10 1 1nstalled on them startmg in the ﬁrst half of 2010.

With the delivery of Flash Player 10.1 in fiscal 2010 to OSP members, we believe nineteen of the top twenty' handset
manufacturers have now committed to utilizing ‘Adobe Flash technologies for Web. browsing, ‘application creation and the
delivery of rich, consistent Internet experiences on their devices. Over time, we expect this broad community to adopt Flash
Player 10.1, increasing the need for Adobe’s designer and developer tools used to create content and applications, as well as
broadening our Omniture and LiveCycle opportumtles as Web and IT developers ‘extend the reach of their solutrons to
mclude moblle handséts as. enterpnse chents : ; ey e

Another major focus of our Platform business unit is to broaden the reach and capab1ht1es of the. Adobe Flash Platform
through the delivery « of our newest cross-platform chent named Adobe AIR. Based on Flash, PDF and HTML technologies,
Adobe AIR enables the creation and delivery of Web-enabled desktop apphcatlons that run outside of a Web browser.
Adobe AIR-based applications extend today’s Web browser-based applications to have the power and utility of desktop
applications with capabilities such as-access to.the local file system, alerts and ‘notifications, and the ability to- work. offline
and then synchronize data when the application has online access again. Developers of Adobe AIR applications are able to
create persistent; branded desktop- experiences which can be developed using standard:Web technologres such as HTML,
Ajax, Flash and PDF, as well as common audio and video formats. :

Adoption of Adobe-AIR has been substantial since first being made available in fiscal 2008. As of October 2009, there
were more than 250 million ATR downloads, along with more than one million downloads of the AIR ‘developer tools used to
create these applications. Companies such as eBay, DirecTV, The NASDAQ Stock Market, FOX News, Salesforce.com, The
New York Times, AOL Atlantie Records and the BBC haVe already deployed commerc1al applications based on Adobe AIR.

~As the. adopt1on of our Flash Platform grows our Platform team also focuses on the development and dehvery of our
developer solutions such as Flash Builder and Flash Catalyst to leverage the latest innovations adopted by Flash Player usefs.
These soltutions ensure reliable, secure and rich application experlences across the broadest range of browsers, opérating
systems and devices: In fiscal 2010, we expect to deliver new versions of Flash Builder and Flash Catalyst as-standalone
products, as well as part of our Creative Suite-family of products:to address the needs of desrgners and developers creatlng
content and applications for both-PC-and n6n<PC environments. :

- We:also anticipate that growth in sales of Internet-connected. televisions: from vendors like Samsung and.Vizio will
continue to-increase. Participation by. these: partners and potentially-others will extend our opportunity for Flash Player
distribution - from mobile devices to Internet-connected consumer electronic devices:in the.digital home. We expect this in
turn will increase the need for designer.and-developer solutions - ranging from our Creative Suite family of products to
prev10usly mentioned developer tools and technologles which make up the Adobe Flash Platform.

 Our ColdFusron product line also provrdes fast and easy ways to bu11d and deploy powerful Internet apphcatrons
Developers can-extend or 1ntegrate ColdFusion with Java or NET applications, connect to enterprise data dnd applications,
create and interact via Web services, or interface with SMS on mobile devices or instant messaging clients. ColdFusion can
also. be used for business reporting, rich-formis generation, printable.document generation, full-text search and graphing and
charting—enabling customers to more fully engage their constituents with better Web experiences. s Although our ColdFusion
businéss was affected by the economy in fiscal 2009, we.continued te innovate and prov1de ColdFus1on developers with
enhanced capabilities to support thelr evolvmg needs , SR R

Platform Products

Adobe AIR—desktop client software which allows developers to use exrstlng Web development skills (e g. HTML
AJax Flash and Flex) to bulld and deploy RIAs on the desktop and on non—PC devrces

- Adobe ColdFusmn——prowdes a server-scrrptlng environment and a set of features used: by orgamzatrons for building
database-driven scalable applications that are accessible through Web browsers, Adobe Flash Player and Adobe AIR; built on
an open Java technology architecture and can be deployed on thlrd-party Java apphcatlon servers that support the J2EE
specrﬁcauon ' . :

Adobe ColdFus‘ron Bu11der——new development tool for bulldmg ColdFus1on appllcatrons prov1des a umﬁed
customlzable and extensible development environment to code applications, manage servers and deploy projects.
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Adobe ColdFusion in the Cloud—new hosted service available in beta release; enables developers to build ColdFusion
applications through the Amazon Web Servrces envrronment wrth access to the capabllrtres of ColdFus1on as a ‘hosted
service.

Adobe Flash Catalyst—an interaction desrgn tool for prototypmg RIAs and enablmg desrgn and development workﬂows
throughout the application development cycle. L

Adobe Flash Lite—client software used in a wide range of non-PC devices including mobile phones and consumer
electronic devices; provides a subset of Adobe Flash Player functlonallty for viewing and 1nteractrng wrth content desrgned
for mobile handsets, televisions-and other types of devices. - :

Adobe Flash Builder—an Echpse-based IDE for developmg RIAs with the Adobe Flex framework for either Adobe
Flash Player or Adobe AIR; developers utilize Flash Burlder to qurckly build and deploy apphcat1ons that are: expresswe
intuitive and rich in interactivity. - . _

Adobe Flash Player—the most widely distributed rich client ‘software on PCs and consumer electronic devices, Adobe
Flash Player provides a runtime environment for text, graphics, animations, sound, video, application forms and two-way
communications.

Adobe Flash Platform Services—new developer services that enable advertisers and content pubhshers to promote,
measure and monetize appllcatrons across social networks desktops and moblle devices.

Adobe Flex—a free, open source framework comp1ler and debugger for developmg RIAs targetmg the Adobe Flash
Platform; developers use Flex to compile and debug MXML and ActionScript files into the SWF format that executes in
Adobe Flash Player and Adobe AIR.

Print andbPublishing Segment R . . it

" Our Print and Pubhshmg business segment contains several ‘of ‘our products and serv1ces which address market
opportumtres ranging from the diverse publishing needs of technical and business publishing to our legacy type and OEM
printing businesses. These opportunities arid the products we offer to address them, are revrewed belbw in the followmg
OEM PostScrlpt and Print and Publlshrng categorres

OEM PostScrzpt Opportumly and Slrategy wo S

. Graphics professwnals and professmnal pubhshers require quallty, rehabrlrty and efﬁ01ency in productron prmtmg, and
we believe our printing technology provides advanced functlonahty to meet the sophisticated requlrements of this
marketplace. As high-end printing systems evolve and transition ‘to fully d1g1tal composne workflows, we believe we are
uniquely positioned to bea supplier.of software and technology based on the:Adobe PostScript and Adobe PDF standards for
use - by: this -industry: We generate. revenue by licensing our technology to OEMs that manufacture workﬂow software
printers and other output:devices. AR . e S Lo

In fiscal 2009, we maintained our OEM PostScr1pt revenue through continued innovation with PostScrrpt technologles
In 2010, we plan to continue to enhance PostScript as well as utilize PDF enhancements to maintain these formats as
standards in publishing and prrntmg work flows. ; :

OEM PostScrzpt Products

: Adobe PostScrrpt—a pnntmg and unagmg page descrrptlon language that dehvers hrgh quahty output cross—platform
compatibility and top performance for graphically-rich printing output from'corporate-desktop printers to high-end publishing
printers; gives users the power to create and print visually rich documents with total precrslon 11censed to pr1nt1ng equlpment
and workflow software manufacturers for rntegratron into thelr prmtmg products

Adobe PDF Print Engrne——a new, next-generation prmtmg platform that enables complete end-to end PDF based
workflows usirig common PDF technology to generate, preview and print PDF documents; allows PDF documents to be
rendered natively throughout a workflow, providing performance beneﬁts which include eliminating the need to ﬂatten
transparent artwork. ' r : ‘ : :
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Print and Publzshmg Market Opportunzty and Strategy

“In add1t1on fo the market oppottunities and our businesses discussed prev10usly, we offer a varlety of products and
solutions which address many different and unique publishing market needs. Our Print and Publishing Business Unit focuses
on these solutions: which address the diverse customer needs: in markets such: as technical document publishing and
communication, business document publishing, CD-ROM publishing, eLeaming solutions, on-line help ‘systems. and

typography. . . ‘ .
In- ﬁscal 2009, we released version ll 5 of our Adobe Drrector software targeted at game developers multrmedra

authors, and e-learning professionals. The updated release includes new -features' for creating immersive gamingand
multimedia. applrcatrons, support for anew audio engine, HD Vldeo and advanced 3-D features

In fiscal 2010, we will continue to support these offenngs to meet the diverse needs of each product s user ‘base. 'In
addition, we believe there to be an opportunity to enhance some of our offerings, particularly in the' technical communication
and eLearning markets, through a comprehenswe offermg of several of our products to provrde a complete end-to end
solution. : . :

Print and Publlshmg Products

Adobe Authorware—a legacy r1ch media authorrng tool used to develop captlon based eLearmng on Windows and
Macintosh based platforms; use of the product ranges from creating Web- based tutorials to simulations incorporating audio
and video; apphcat1ons developed with Adobe Authorware can be dthered on the Web over corporate networks or'‘on CD-
ROM. : : i T ; :

Adobe Captivate—enables users to rapidly create professional and engaging eLearmng content——mcludmg software
simulation, quizzes, animation and multi-media—and deliver the content in Adobe Flash and other formats; the content can
be created without any programmmg or multi-media skills and can be published to CD/DVDs and Learning Management
Systems used in training, sales, marketmg and customer support applications; often used in comblnatron with Acrobat
Connect, Adobe Captivate provrdes a robust technology solutron to brmg understandmg and retentlon to end users of rapld
training and eLearning solutions.

Adobe Contribute—an easy-to-use tool to update and publish Web content des1gned for non-technrcal busrness users
who need to make minor changes to intranet and Internet Websites that conform to the structure,-style, layout and site
standards setup by a Website administrator; streamlines the Web content maintenance process and provides Website
admmrstrators ‘with a set of s1mple content management funct1ona11ty to manage and adm1nlster Webs1tes also provides
bloggers wrth a 81mple tool to create and update thelr blogs '

-.Adobe Drrector——a tool: for creating: professwnal multlmedra content that combrnes 1mages text audlo and vrdeo nto
presentations, interactive experiences and prototypes; for Websites, it provrdes users with the ability to deliver multimedia
content that supports three dimensional content and animations for use in various markets, including education, games and
commerce; also enables the creation of ﬁxed—medla content for CD titles and DVD t1tles in the entertamment educatlon and
corporate training markets ’

Adobe Font Folro OpenType Ed1t1on——conta1ns more than 2 200 typefaces from the Adobe Type L1brary in OpenType
format, offering a complete type solution for print, the Web, digital video or electronic documents.

Adobe FrameMaker—an application for authoring and publishing long, structured, content-rich documents including
books, documentation, technical manuals and reports; :provides-users a way :to publrsh thelr content to multiple- output
formats including print, Adobe PDF, HTML XML and Mlcrosoft Word... o :

Adobe JRun—a legacy applrcatlon server solutron based on'the JZEE spec1ﬁcatron 1ntegrates w1th our development tool
offenngs and is used to deploy apphcatrons for functions such as online banking and customer service.

Adobe PageMaker——software used to create hrgh—qualrty documents srmply and rel1ably wrth robust page layout tools
templates and stock art 4

Adobe RoboHelp—an easy—to-use authorlng tool used by developers and technlcal writers to create professronal ‘help
systems and documentation for desktop and Web-based applications; utilizes support for HTML, PDF import/export, team
authoring capabilities, as well as JavaHelp.

Adobe Shockwave Player—a rich media player used for deploying multimedia content for use in Internet solutions
including education, training, games and commerce.

24



Adobe Technical Communijcation Suite—includes Adobe Acrobat Pro Extended, Adobe Gaptivate, Adobe FrameMaker
and Adobe RoboHelp technologies; helps customers improve their workflows, espec1a11y technical communicators who want
a smgle solution to meet their content creation and pubhshmg needs. - SR :

“ Adobe Type Lrbrary—lncludes Adobe $ best—selhng typefaces plus Adobe Type Manager makes 1t easy to create
beautiful text for prrnt Web and video prOJects ‘

Adobe Type Classics for Learnlng—a low-cost, mtroductory font hbrary desrgned for students and educators
Adobe Type Manager—provrdes powerful, easy management of all PostScrlpt Type 1, OpenType and TrueType fonts

Adobe Type Sets—various collectlon packages of Adobe 'S best-selhng typefaces makes 1t easy to create beautiful text
for print, Web and V1deo prOJ ects

FreeHand MX—a professmnal vector graphlcs tool de51gners and 111ustrators use. to create hrgh quahty 1mages that can
be scaled supports developmg 1mages for print, the.-Web-and Adobe Flash Player. :- ‘ ETT e

See Note 20 of our Notes to Consolzdated F znanczal Statements for ﬁtrther :nformatzon regardmg our. mdustry segments
and geographic information. See risk factor “We are subject to risks associated with global operations that.. may harm our
busmess 7 in Item 14 of this report for a discussion of rzsks related to our foreign operatzons

| COMPETITION '

The markets for our products are characterized by intensé competition, evolving mdustry standards and bus1ness models
disruptive software and hardware technology developments, frequent' new product introductions, short product life cycles,
price cutting with resulting downward pressure on: gross margins and price sensitivity. on the.part of consumers. Our future
success will depend on our ability to enhance our existing products, introduce new: products on'a timely and cost-effective
basis, meet changing customer needs, extend our. ‘core technology into new applications and anticipate and respond to
emerging standards, busmess models software dehvery methods and other technologrcal changes o ‘ :

Creatlve Solutlons

In our Creative Solutrons segment we offer the Adobe Creatlve Su1te in multlple editions Wthh consist of combmatrons
of several of our technologies. In addition to offering the technologies within the Creative Suite editions, we also offer them
as individual software applications. These products compete with those from many companies, including Apple, Corel, Avid,
Quark, Microsoft and others, as well as from various open source initiatives. .

- With respect to Microsoft, their Expression Studio competes with our Adobe Creative Suite family. of products as well
as individual Creative Solutions segment products. Expression-Studio includes Microsoft Expression Design which competes
with our Adobe Tllustrator; Adobe Photoshop, Adobe Photoshop Lightroom and Adobe Fireworks products; Microsoft
Expression Blend which competes with our Adobe Flash Professional product; Microsoft Expression Web which competes
with our Adobe Dreamweaver product; and Microsoft ‘Expression Media which provides digital asset management, basic
image editing and video encoding/compression capabilities 'and competes with some aspects of our video and-hobbyist-
focused products. To compete with Adobe Flash, Microsoft markets its Silverlight product and technology which provides
capabrhtres for the creation of media expenences and mteractrve apphcat1ons for the Web that incorporate v1deo an1mat1on
1nteract1v1ty and user 1nterfaces o ,

. We believe our Adobe’ Creatlve Su1te famlly of products competes: favorably on the bas1s of features and functronahty,
ease of use, product reliability, price and performance characteristics. The individual technologies.within the Creative Suite
editions also work well together, providing broader functronahty and shortened product trammg time for the 1nd1v1dual who
uses multiple apphcatlons to complete a pro;ect Sl , = :

We, also believe our 1nd1v1dua1 Creatlve products compete favorably agamst those offered by our. competltors as
discussed below. l

; Drawing and illustration products are characterized by feature—nch competltlon brand awareness and price sensrt1v1ty
In addition to competltlon with Microsoft’s Expressmn Design product our Adobe Illustrator product faces competition from
companies such as ACDsee Corel, Medlascape Xara and the open spurce, product called Karbon14. We believe our products
compete favorably due to high customer awareness of their rich features, especmlly the drawing and illustration
functionalities, the technical capabilities of the product and our ability to leverage core technologies from our other
established products.
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' The demand for Web page Tayout and Web content creation tools is constantly evolving and highly volatile. In addition
to-competition” with Microsoft’s Expression Blend and Web products; we believe Adobe. Dreamweaver and Adobe Flash
Professional face direct and indirect competition from deskiop software companies such as-Bare Bones Software and various
proprietary and open source Web authoring tools. We also face competition from Ajax and Microsoft Visual Studio products,
and other integrated development environments that enable developers to create Web apphcatrons from companies such as
BEA Systems (a subsidiary of Oracle), Borland and IBM. We believe our products compare favorably to these applications;
however, our market share may be constrained by Microsoft’s ‘ability to target its. ' Web software .to users in markets it
dominates. These target customers include users of Microsoft Ofﬁce Mlcrosoft Wmdows operating system, the Microsoft
Internet Explorer Web browser and Microsoft Visual Studio. ’

The needs of d1g1tal imaging and video edltlng software users are constantly evolvmg due to raprd technology and
hardware advancements in digital cameras, digital video cameras, printers, personal computers, cellular phones and other new
devices. Our: software offerings, including Adebe Photoshop, ‘Adobe. Photoshop Extended, -Adobe Photoshop Elements,
Adobe Photoshop Lightroom, Adobe After Effects] Adobe:Audition; Adobe Soundbooth, Adobe Encore, Adobe Premiere
Elements and Adobe Premiere Pro, face competition from companies offering similar products. We also continue to face
competition from new emerging products 1nc1udmg onlme based sérvices which compete dlrectly w1th our Photoshop. com
offering, as well as any new competitive products commg from the open source movement. =

Our other digital imaging and video editing offerings, including Adobe Photoshop Elements and Adobe Premiere
Elements, are subject to intense competition, including customer price sensitivity, competitor brand awareness and
competitor strength in OEM bundling and retail distribution. We face direct and indirect competition from a number of
companies. that tharket software which competes. with ours, including: ACD Systems, Al Soft (Japan), Apple, ArcSoft, Corel,
i4-(Japan), Google, Kodak, Nova Development;,"-Magix, Microsoft, Phase One, Photodex Corporation, Sonic, Pinnacle, Sony
and Yahoo. In addition, we face competition from-device, hardware and camera manufacturers such; as Apple; Canon, Dell,
Hewleétt-Packard, Nikon, Sony and others as they try to. differentiate their-offerings by bundling, for free;-their own digital
imaging software, or those of our competitors. Similarly, we face potential competition from operating system. manufacturers
such as Apple and Microsoft as they .integrate hobbyist-level: digital imaging -and image management features into their
operating systems. Finally, we face potential competition from open source products, including Gimp for Linux.

We believe we compete favorably against other digital imaging, digital video and consumer-focused image management
software applications. with our Adobe Photoshop Elements -and Adobe Premiere Elements products due to- strong consumer
awareness of our brand in digital imaging and digital: video, our relationships - .with . significant OEMs, - positive
recommendations for our products by market influencers, our increased. focus on- the reta11 software channel and strong
feature sets. : - o o

- In professional digital imaging, software applications compete based on product features, brand awareness and price
sensitivity. In-addition to competition with Apple’s Aperture produet and Microsoft’s Expression-Design product, our Adobe
Photoshop and. Adobe Photoshop Lightroom -products face direct andindirect competition from:a number of companies
including Corel. Our-Adobe Photoshop products compete favorably due te-high customer awareness of the:Photoshop brand
in digital imaging, the positive recommendations for our Photoshop product by market influencers; the features and techmcal
capabilities of the product and our ability to leverage core features from our other established products. - :

Our Adobe InDesrgn product, used for professronal page layout, faces srgmﬁcant competltlon The marn cornpetltor
Quark, has a competitive product, Quark XPress, which has maintained a h1storrca11y strong market share in the professional
page layout market. Quark also benefits from an established industry infrastructure that has been built around the use of their
XPress product in print shops and service bureaus;.and through the development of third-party plug-in products. Barriers to
the adoption of Adobe InDesign by. Quark XPress customers include this-infrastructure, as well as the. cost.of conversion,
training and software/hardware procurement: required to switch to'InDesign. We have:seen an increase in the adoption of
InDesign software and we believe we will continue to see market share gains:going forward due to.a product offering that
contains new innovative, features, improved integration with our other products, our strong brand among users, positive
reviews by industry experts, adoption of InDesign by major accounts which are influencers in their 1ndustr1es and lmproved
infrastructure support by the industry for our overall solution.

Apphcatlons for digital video' ed1t1ng, ‘motion graph1cs spc 01al effects, audio creatlon and DVD authoring face
increasing competition as video professionals and hobbyists migrate away from analog video and audio tools towards the use
of digital camicorders and digital video production on their computers and DVD systems for rich media playback Our Adobe
After Effects, Adobe Audrtlon, Adobe Encore, Adobe Prermere Pro and Adobe Soundbooth software products as well as the
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Adobe Production Studio which contains these products; face competition from companies such as-Apple, Avid, Canopus,
Sonic and Sony. Our Adobe Premiere Elements software product which is targeted for use by hobbyists, faces competition
from companies such as Aist, Apple, ArcSoft, Avid, Broderbund, Corel, Cyberlink, Magix, Microsoft, Muvee and Sony - as
well as video editing capabilitjes found in operating systems and. other v1deo edltrng solutrons bundled by v1deo camcorder
manufacturers with their hardware offemngs 2 P :

Adobe After Effects is a leadet in profeSsiOnal compositing and visual effects due to‘its strong feature set and its
integration with our other products that helps create a broad video editing platform for our customers. In professional digital
video editing, we are an industry leader with Adobe Premiere Pro and compete favorably due to our strong feature'set, our
OEM relationships and the integration with our other products to create a broad digital video' publishing’ platform for our
customers.

Business Product1v1ty Solutlons

- With our Adobe ‘Acrobat busmess, we: contmue to face competmon from Mrcrosoft The1r Wmdows operatmg system
includes a proprietary digital rights management technology and a document. format, called XML Paper Specification
(“XPS”), which competes with Adobe PDF:In addition, Microsoft’s w1dely used : Office product offers a feature to save
Microsoft Office documents as PDF documents. This PDF feature in Office competes with Adobe Acrobat. Given
Microsoft’s market dominance, XPS, the PDF feature in Office and any other competitive Microsoft product or technology
that is bundled as part of .its:Office product or operatmg system or made: freely: avallable could harm-our overall Adobe
Acrobat market opportunlty L ‘ C : ‘

Our Adobe Acrobat product fam1ly also faces compet1t1on in the PDF ﬁle creation market from many clone products
marketed by companies such as AdLib, Active PDF, Apple, Global Graphics, ‘Nuante, Software995 Sourcenext and others.
In addition, other PDF creation'solutions can be:found at a low cost, or:for:free, on the Web. . ,

“For customers that use Adobe Acrobat as part of document collaborat1on and document process management solutions,
where electronic document delivery, exchange ‘collaboration, secur1ty and arch1val needs exist, our Acrobat product family
faces competition from entrenched office apphcat1ons such' as Microsoft Office and its integration with their SharePoint
product. In the higher end of the electronic document market, Acrobat Pro and Acrobat Pro Extended prov1de features wh1ch
compete with other creative professional PDF tool providers, such as Enfocus, Dalim and Zinio. In addition, we are targeting
the architecture, engmeermg -and. constructlon electromc document collaboration ‘market with our- Acrobat Pro Extended
product . . . - . . + . : B i

" To address the. threats from M1crosoft and others, we are worklng to ensuré our Adobe Acrobat applications stay at the
forefront of 1nnovat1on 1n emergmg opportun1t1es such as PDF document generat1on document collaboration and document
process management.

Our Web conferéncing’ solut1on Adobe Acrobat Connect Pro faces competmon from many Web conferencmg vendors,
including Cisco WebEx; Microsoft Office Live Meeting, IBM Lotus Sametime and Citrix GoToMeeting. Cisco WebEx is a
market share leader and Microsoft has steadily increased its marketing of Microsoft Office Live Meeting. To address these
and other smaller competitors in the Web .conferencing, space, we focus on prov1d1ng a dlfferentrated and enhanced user
experlence through our Adobe Flash Player '

The markets we address with our Adobe L1veCycle Enterpnse Su1te are 1nﬂuenced by evolvmg industry standards rap1d
software and hardware technology developments and new product 1ntroduct10ns from competrtors such as M1crosoft and
IBM. R : Dl

Mlcrosoft has already brought to market new products and technologles to address many of the emerging market needs
we focus on with our Adobe LiveCycle family of products. Microsoft continues to offer-its eForms solution called InfoPath
in certain versions: of Microsoft Office and has added Office Forms Services which: extends: their forms to users as MS
Outlook email messages or to Web browsers rather than the InfoPath client. They also continue to offer their Windows
Rights Management Services in their Windows Server product which is designed to.allow corporate networks to manage and
enforce restrictions built into documents.

v
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-As discussed previously, Microsoft markets Windows and Office which include a document format called XPS which
competes with :Adobe PDF. Certain Windows operating systems also contains a proprietary. digital rights management
technology which-competes with Adobe LiveCycle Rights Management ES. In addition, Microsoft’s most recent version of
Office-includes an updated version of its SharePoint product which.competes with certain aspects of our Adobe LiveCycle
products. Microsoft has also recently delivered technology called Windows Presentation Foundation and'Silverlight which
offers an alternatlve to bu11d1ng RIA apphcatlons within the Mlcrosoft NET framework.

In the electromc forms solution market, in addition to competition from Microsoft Infopath based solutlons we face
competition from IBM through their -eForms solution recently rebranded as Lotus. Workplace Forms. Similarly, we face
competition for document process management solutions from workflow solution vendors such as PegaSystems, Lombardi,
Nuance and Ultimus. :

We believe that our Adobe LiveCycle server product family competes favorably against these companies and formats in
terms of the combined benefits of superior functionality, cross-platform visual page fidelity/reliability, multi-platform
capability, file compression, printing and security of documents expressed using Adobe PDF. We also-believe that Adobe
PDF and its integration with XML, combined with the broad distribution of Adobe Reader on all leading hardware platforms
provide a universal multl-platform solution that is more compellmg than our competitors’ offenngs

Ommture

< In our Ommture segment, we compete pr1mar11y with Web ana]ytlcs ‘and busmess optimization vendors whose software
is provided on demand to customers, generally through a Web browser. We also compete to a limited extent with vendors
whose software is installed by customers directly on their servers. In addltlon we compete at tlmes w1th our customers’ or
potentlal customers internally developed applications.

Our current principal competitors. include companies such as Coremetrics, Google, Mlcrosoft Nedstat, Yahoo‘ and
WebTrends that offer on-demand services. We also compete with software vendors, such as Infor (which owns Epiphany),
N1e1sen/NetRat1ngs a part of the Nielsen Online Unit of the Nielsen Company, Unica Corporatlon {which acquired Sane
Solutlons) and SAS Institute. In addition, we also compete with online marketing service providers, such as Microsoft
Advert1s1ng (formerly aQuantive when acquired by Microsoft), DoubleClick (owned by Google) and 24/7 Real Media
(acqmred by WPP) '

. Our Omniture Test&Target products also compete with multivariate testmg providers, such ‘as Optimost (owned by
Autonomy), Memetrics (acquired by Accenture), Kefta (acquired by Acxiom Digital) and [x + 1]. Our Omniture SiteSearch
products compete with intra-site search vendors, such as Autonomy, Endeca Technologies, FAST Search and Transfer ASA
(acquired by Microsoft) and Google. Our Omniture Merchandising product competes with merchandising solutions
providers such as Endeca (Thaanedla) Celebros, SLI Systems, Nextopia Software and Fredhopper. Our ‘Omniture InSight
products compete with channel analytics providers, such as Truviso, Clickfox, Qliktech and AsterData. Our Omniture
Recommendations product competes with product recommendations providers, such as Aggregate Knowledge, Baynote,
Certona; Rich:Relevance and Amadesa.- Finally, our Omniture Survey product competes with survey providers such as
OplmonLab iPerceptions and Foresee Results. oo i

Many of the companies that offer Web analytics software offer other products or services and as a result could also
bundle their products or services, which may result in these companies effectively selhng thelr products or services at or
below. market prices. :

In addition, large software, Internet and database management companies may enter the market or enhance their Web
analytics capabilities, either by developing competing services or by acquiring existing competitors or strategic partners of
ours, and compete: against us effectively as a result of their significant resources and preexisting relationships with our
current -and potential customers. For .example, Google offers .a Web analytics service free of charge, and acquired
DoubleClick, one of our strategic partners, in' 2008. Also, Microsoft offers-a Web analytics service free of charge, and offers
Microsoft Advertlsmg, which is based on their 2007 acqulsltlon of aQuantlve In add1t10n Yahoo!-also offers a Web
analytics service based onits acquisition.of IndexTools. . : S :

We believe competitive factors in our markets include the proven performance, security, scalability; flexibility and
reliability of services; the strategic relationships and integration with third-party applications; the intuitiveness and visual
appeal of services’ user interfaces; the low total cost of ownership and demonstrable cost-effective benefits to customers; the
ability of services to provide N-dimensional segmentation of information; pricing; the flexibility and adaptability of services

28



to match changing business demands; enterprise-level customer service and training; perceived market leadership; the
usability of services, including services being easy to learn and remember, efficient and visually compelling; the real-time
availability of data and reporting; independence from portals and search engines; the ability. to deploy the services -globally
and to provide multi-currency, multi-language and multi-character support and to have a local presence in international
markets; and success in educating customers in how to utilize services effectively. :

We believe that we compete favorably with our competitors on the basis of these factors. However, if we are not able to
compete successfully against our current and future competitors, it will be difficult to acquire and retain customers, and we
may experience revenue declines, reduced operating margins, loss of market share and diminished value in our services.  °

Platform

Our Adobe Flash Platform. technologies, including Adobe Flash Player and Adebe AIR, face competition from
Microsoft Silverlight, as well as alternative approaches to building RIAs—including Google Gears and JavaFX. Our Adobe
ColdFusion product family and our Adobe Flash Builder developer tool products face competition from major vendors
including Microsoft, IBM, BEA (a subsidiary of Oracle) and Sun. Our ColdFusion products also compete with several
technologies available today at no cost including the PHP and PERL programming environments that are available for the
Apache Web server. e o R A

- Beyond the competitive threats from Microsoft.previously discussed, vendors such as Tibco, JackBe, Backbase and
NexaWeb offer potentially competitive solutions in the RIA market that we target with our open source Adobe Flex solution.
We also believe RIAs will make use of both open source Ajax frameworks and the open source Flex framework to create
hybrid RIAs in the browser, and we anticipate increased adoption of AIR as a development platform for Ajax developers.
With our FMS solution, we face competition from Microsoft with their Windows Media Server for Windows Media and
Silverlight, as well as Move Networks, Real Networks, Apple and others. v

Version 5 of the Web markup language HTML, (“HTMLS5”) is being developed by an industry consortium that includes
Adobe and leading browser manufacturers such as Apple, Google and Microsoft. HTMLS will contain new features which
will compete with some of the features.of Flash Player, such as the ability to play video natively within the browser. We will
work to implement support for HTMLS in our Web authoring solutions. Yet, we believe the competing interests: of the
browser developers, and the potential for inconsistency in how each major browser implements HTMLS will create a
continuing demand for solutions such as Flash that provide a consistent presentation capability that works across browsers,
operating systems and devices. ‘ ’ -

Our mobile and device solutions are influenced by evolving industry standards; rapid software and hardware technology
developments and frequent new product and technology introductions by companies or open-source initiatives targeting
similar opportunities. Technologies and products which compete with our Adobe Flash Platform clients and solutions include
Java, Brew, Scalable Vector Graphics, Wireless Application Protocol, Apple Mac OS utilized on the Apple iPhone;
Microsoft Windows Mobile, as well as solutions from the open source movement, vendors supplying clone versions of these
products and technologies and vendors which choose to exclude the use of our solutions, and technologies on their devices.
With respect to the Apple iPhone, although our desire is to work closely with Apple to deliver Adobe Flash Platform
technologies on their device similar to our approach with other mobile ‘vendors, we are prohibited from making
advancements fowards this goal until we have Apple’s cooperation to do so. . ' :

We believe our Adobe Flash Platform solution competes favorably against these technologies and solutiens due to the
distribution of Adobe Flash Player technology on a broad set of platforms, including PCs, mobile phones and consumer
electronic devices. We also believe our robust programming model and developer tools used to create video output for the
Flash Player, the large Flash‘de\felope‘r community and ecosystem which utilize our tools, and the growth of companies who
have joined the OSP to utilize the Flash Platform as a basis for rich content and application delivery are key assets in our
ability to effectively compete in this market. Further, the rich expressiveness of Flash which provides the capability to
deliver audio, video, motion graphics, vector graphics and visual effects resulting in rich user experiences and interfaces on
mobile devices, is a key differentiation when compared to the capabilities of alternate solutions.

In the past year, the mobile industry experienced many announcements and introductions of new mobile devices and
platforms—and we expect innovation and new announcements such as those seen in 2009 to continue in 2010. We view these
ongoing developments from major. mobile companies such. as Google, Nokia, Palm, Rim and others as opportunities to
deploy our technologies and solutions. Just as we maintain a philosophy of cross-platform support in the personal computer
desktop world for operating systems such:as Microsoft Windows, Apple Mac OS, Unix and Linux, we expect to continue to
enhance our support for a wide variety of mobile and consumer electronic platforms, and we intend to make our products and
services available on viable, new entrant platforms as well.
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Prmt and Publlshmg

Our Print’ and Publishing product lme targets many" markets.  In techmcal authorlng and publishing, our ‘Adobe
FrameMaker product faces' competition from:large-scale electronic publishing systems, XML-based publishing companies
such as PTC, as well as lower-end desktop publishing products such as Microsoft Word. Competition is based on the quality
and features of products, the level of customization and integration with other publishing_ system components, the number of
hardware platforms supported, service and price. We believe we can successﬁ;lly compete based upon the quahty and
features of the Adobe FrameMaker. product and our extensive application programming interface.

In desktop publishing, our Adobe PageMaker product faces competition from other software products, including
Microsoft Publisher. Competition is based on the quality and features of products, ease-of-use, printer service support and
price. We believe we have a strong product and can successfully compete with these types of applications based upon the
quality and features of the Adobe PageMaker product its strong brand among users and 1ts w1despread adoptien among
prmter service bureaus. . : \ S

In prmtmg technologles we believe the prmc1pa1 competrtwe factors for OEMs in selecting a page descnptmn language
or a printing technology are product capabilities, market leadership, reliability, price, support and engineering development
assistance. We believe that our competitive advantages include our technology competency, OEM customer relationships and
our intellectual property: portfolio. Adobe PostScript faces competition from Hewlett-Packard’s proprietary PCL page
description language and from developers of other page description languages based on the PostScript language standard,
including Global Graphics and Zoran. In addition;: Mlcrosoft s XPS document format competes with Adobe PDF and our
Adobe PostScrlpt technologies and solutions. - : :

In the rapld eLearnmg authoring market our Adobe Captlvate product faces competltlon from general content
development tools such as Microsoft PowerPoint, screen recording tools such as Techsmith’s Camtasia and more advanced
eLearning and software simulation solutions such as Firefly, Lectora and ‘Articulate. Competition in this market is based on
speed of development and completeness of the features of products, ease-of-use and’price. We believe our product can
successfully compete based upon the strength of its. broad range of features, its strong brand among users and 1ts w1despread
adoption among trammg developers. y .

In Web content management our Adobe Contrlbute product faces competrtron from solutlons that provide for the simple
creation of blogs and “Wikis,” as well as basic content publishing products such as Microsoft Word, Microsoft FrontPage,
Microsoft Notepad, basic HTML editors like ezZHTMLArea and ekTron, content management tools like Microsoft SharePoint
and, large-scale ‘Web' content management systems from companies such as Interwoven, Vignette, IBM ‘and- Oracle.
Competition in this market is based on usability, quality and features of products, the level of customization'and intégration
with other Web content management components, the integration with Web design tools, the' number of hardware platforms
supported, service and price. We believe we can successfully compete based upon’ the usability and price of Adobe
Contribute, its strong brand among users and integration with other Web content management components.’

In multlmedla content authormg, our - Adobe Drrector product faces cornpetltlon from a Vanety of multlmedla content
authoring tools. Competltron is based on the quality and features of products, ease-of-use “and price. We believe we have a
strong product and can successfully compete based upon the quality and features of the Adobe Director product, its strong
brand among users, its Wrdespread adopt1on among content develope s and pubhshers and the Wldespread prohferatlon of the
Shockwave Player. el ,

In technical Web authormg and publlshmg, our Adobe RoboHelp product faces competltlon from large scale Web
publishing systems, XML- based Web publishing companies, as well as lower-end publishing products such as Microsoft
Word. Competition is based on the. quahty and features of products the level of customization and integration with other
publishing system components, service and prrce We believe we can successfully compete based upon the quality and
features of the Adobe RoboHelp product

' OPERATIONS
Marketing and Sales - o ' '

“We market and dlstnbute our products through sales channels which include distributors, retailers, software developers,
systems integrators, ISVs and VARs, ‘as well as through OEM and hardware bundle customers. We also market and license
our products d1rect1y usmg our sales force and through our own Websrte at www. adobe com
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We support our worldwide distribution network and end user customers with international offices around the world,
including locations.in Australia, Austria, Belgium, Brazil, Canada, China, Czech Republic, Denmark, Dubai, Finland, France,
Germany, India, Ireland, Italy, Japan, Korea, Mexico, Moldova, the Netherlands, Norway, Poland, Portugal, Romama
Russia, Singapore, South Africa, Spain, Sweden, Switzerland, Taiwan, Turkey and the United Kingdom. .

We also ‘license software with maintenance and support which 1ncludes rlghts to upgrades when and if available,
support, updates and enhancements. v . , »

“The table below lists our significant customers, as a percentage of net revenue for fiscal 2009;:2008 and 2007. As listed,
our significant customers are distributors who sell products across our:various segments. SRR .

2009 2008 2007
Ingram MICTO. ... ..ottt i e 15% 18% » 21%

Tech Data..’........ 0ot ... e L 8% % 0%

‘We have multiple non-exclusive, mdependently negotiated distribution agreements with Ingram MICI’O and Tech Data
and their- subsidiaries covering our arrangements in specified countries and regions. Each of these contracts has an
independent duration, is independent of any other agreement (such as a master distribution agreement) and any termination of
one agreement does not affect the status of any of the other agreements.

Receivables from our 51gn1ﬁcant d1str1butors asa percentage of gross trade recervables for fiscal 2009 and 2008 were as
follows:
| a : SR S 2000 2008
Ingram Micro.......0........... S P O e e 16% 18%
TechData............ e A e ‘ 6% 8%

Order Fulfillment for Physical Distribution

The procurement of the various components of packaged products including CDs and printed materials, and the
assembly of packages for retail and other applications’ products is controlled by our Supply Chain Operations orgamzatron
We outsource our productlon mventory and fulfillment activities to third partles in the Un1ted States Europe As1a and
Japan.”

To date we have not experlenced s1gn1ﬁcant dlfﬁcultles in obtamrng raw materlals for the manufacture of our products
or in the replication of CDs, printing and assembly of components. \ ; :

The backlog of orders from customers is comprised of unfulfilled orders, excluding those associated with new product
releases; those pending credit review and those not shipped due to the application of our global inventory policy. The backlog
of orders from customers, as of January -15, 2010 and January 16, 2009, were approximately $5.4 million and $6.4 million,
respectively.

Services and Support

We provrde professronal services, technical support and customer service to a w1de variety of customers 1ncludrng
consumers, creative professionals and business users. Our service and support revenue. consrsts primarily of consultmg fees
software mamtenance and support fees and trammg fees

Servzces v

We have a global Profess1ona1 Serv1ces team dedlcated to developmg and. 1mplement1ng solutrons for enterpnse
customers in key vertical markets and to transfer technical expertise to our solution partners. The Professional Servicesteam
uses a comprehensive; customer-focused methodology to develop high quality solutions, which in turn deliver a competitive
advantage to:our enterprise customers. A portfolio of technical training courses is also available for desktop-and server-based
products to meet the needs of our enterprise customers and solution partners.

Support

A 51gn1ﬁcant portron of our support revenue is composed of our extended enterprise mamtenance and support offerings,
which entitles customers to the right to receive product upgrades and enhancements during the term of the maintenance and
support period, which is typically one year. Regional Support Centers are charged with providing timely, high quality
technical expertise on Enterprise and Knowledge Worker products and solutions to meet the growing needs of our customers.
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-Our support revenue also includes support for our desktop products. We offer a range of support programs, from fee-
based incidents to. annual support contracts. Additionally, we provide extensive self-help and online: technical support
capabilities via the Web.which allows customers quick and easy access to possrble solutions. We prov1de product support
through a combination-of outsourced vendors and: internal support centers. A

*.We also offer Developer Support. to.partners. and developer organizations. The. Adobe Partner Connéction Program
focuses on providing developers with high-quality tools, software development kits, information: and services. : :

- As-a registered owner of the current version of an ‘Adobe desktop product, customers are eligible to receive Gettlng
Started support on certain matters. Support for some products and in some countries may vary. : :

Training .

- We inform customers about the use of our products thr ough on-line informational services on our Websue
(www.adobe.com) and through a growing series of how to books published by Adobe Press pursuant to a joint publishing
agreement with Peachpit Press. In addition, we develop. tests to certify independent trainers who teach Adobe software
classes. We sponsor workshops, work with professronal assoclatlons and user groups, and conduct. regular beta testing
programs. L ; “ R AT PR . :

Investments

. We own a limited :partnership interest in Adobe Ventures IV L.P. (“Adobe Ventures”) that has invested in early stage
companies with innovative technologres We also make direct investments in privately-held companies. We enter into these
investments with the intent of securing financial returns as well as for strategic purposes as they often increase our
knowledge of emerging markets and technologies, as well as expand our opportunities to provide Adobe products and
services. Adobe Ventures is managed by Granite Ventures, an indepéndent venture capltal firm and sole general partner of
Adobe Ventures.

PRODUCT DEVELOPMENT

As the software 1ndustry is characterized by raprd technologlcal change a continuous high level of investment is
requrred for the enhancement of existing products and services and the development of new products and services. We
develop our software internally as well as acquire products or technology developed by othérs by purchasing the stock or
assets of the business entity that held ownership rights to the technology. In other instances, we have licensed or purchased
the intellectual property. ownership rights: of programs developed by others with license or technology transfer agreements
that may obligate us to pay a flat license fee or royalties, typically based on a dollar amount per unit shipped or a percentage
of the revenue generated by those programs.

Durmg fiscal years -ended ‘November 27, 2009 November 28, 2008 and November 30, 2007 our research and
development expenses were $565.1 million, $662.1 million and $613.2 million, respectively. . '

PRODUCT PROTECTION

. We regard our software as proprietary and protect it under the laws of copyrights, patents, trademarks and trade secrets
We protect the source code of our software programs. as tradé secrets and make source code avarlable to thrrd partres only
under limited circumstances and specific security and confidentiality constraints. L o

Our products are generally licensed to end users on a “right to use” basis pursuant to a llcense that restricts the use of the
products to a designated number of devices. We also rely on copyright laws and on “shrink wrap” and electronic licenses that
are not physically. signed by the end user. Copyright protection may.be unavailable under the laws of certain countries and
the-enforceability of “shrink wrap” and electronic licenses has not been conclusively determined in all jurisdictions. We also
offer many products under.a SaaS or on-demand model, where software is- provided on demand:to customers, generally
through a Web browser. The use of these products is generally governed by terms of use associated with these: products.

Policing unauthorized use of computer software is difficult and software piracy is a persistent problem for the software
industry. This problem is particularly acute in international markets. We conduct vigorous anti-piracy programs directly:and

through certain external software associations. In addition, we have activation technology in certaln products to guard against
1llegal use and will contlnue to do S0 in certain future products
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EMPLOYEES:

“As of November 27, 2009 we employed 8,660 people. We have not experrenced work stoppages and belleve our
employee relations are good.

AVAILABLE INFORMATION

Our Annual Report on Form '10-K, Quarterly Reports. on Form 10-Q,-Current Reports on Form 8-K and amendments to
reports filed:or furnished pursuant .to Sections 13(a) and 15(d) of the Securities Exchange Act of 1934, as amended, are
available free of charge on our Investor:Relations Website at' www.adobe.com as soon as reasonably practicable after we
electronically file such material with, or furnish it to,.the:SEC. The:information posted on our Website is'not-incorporated

into this report.
EXECUTIVE OFFICERS

N Adobe’s executive ofﬁcers as of January 13, 2010 are as follows

Name ' _ L _ _Age ' o - Positions _

Shantanu Narayen.......... e 46 President and Chief Executlve Ofﬁcer .

Mark Garrett . .... P FRR 52 Executrve Vrce Pres1dent Chief Frnancral Ofﬁcer

Karen O. Cottle . . ....... . o .‘ s 60 Senlor Viee Presrdent General Counsel and Corporate Secretary
Joshua G. James ............ 0 Lo S 360 k Senror Vice Presrdent Ommture Busrness Unrt

Johnny Loiacono ...... SN e e 48 Senior Vice Presrdentv Creative Solutions Business Unit
KevinLynch .............. S S . 43 © Senior V1ce Presrdent Chref Technology Officer

Rob Iarkoff R NI . | >4l Senior Vrce Pres1dent Busmess Productivity Busrness Unit
Mattllew Thompson .. ...... o S A. 51 .. Senior Vice Presrdent Worldwrde Field Operatrons

Richard_T.’ Rowley .... e ‘ 53 Vrce President, Prmc1pal Accountlng Ofﬁ_cer

Mr. Narayen currently serves as Adobe s President and Chief Executlve Officer. Mr. Narayen joined Adobe in January
1998 as Vice President and General Manager of Adobe’s engineering technology group. In January 1999, he was promoted to
Senior Vice President, Worldwide Products and in March 2001 he was promoted to Executive Vice President, Worldwide
Product Marketing and Development In January 2005, Mr. Narayen was promoted to President and Chief Operating Officer
and in December 2007, he was appointed Chief Executive Officer of Adobe and joined the Adobe Board of Directors. Prior
to joining Adobe, Mr. Narayen co-founded Pictra Inc., a digital photo sharing software company, in 1996. He was Director of
Desktop and Collab(‘)ration products at Silic'on Graphicsv Inc. before founding Pictra. Mr. Narayen is also a director .of Dell

M. Garrett joined Adobe in February 2007 as Executlve Vlce Presrdent and Chief Financial Officer. Mr. Garrett served
as Sénior Vice President and Chief Financial Officer of the Software Group of EMC Corporation, a products, services and
solutions provider for information management and storage, from June 2004 to January 2007, his most recent position since
EMC’s acquisition of Documentum, Inc., an enterprise content management company, in December 2003. Mr. Garrett first
joined Documentum as Executive Vice Presrdent and Chief Financial Officer in 1997, holding that position through October
1999 and then re-joining Documentum as Executive Vice President and Chief Fmancral Officer in 2002. Mr. Garrett is also a
director of Informatica Corporatlon Lo :

‘Ms. Cottle joined Adobe in February 2002 as Senior Vice Presrdent ‘General Counsel and Secretary. Prior to’ joining
Adobe, Ms. Cottle served as General Counsel for Vitria Technology, Inc., a service-oriented business applrcatlon software
company from February 2000 to February 2002. From 1996 to 1999, Ms Cottle served as Vice Presrdent General Counsel
and Secretary of Raychem Corporation. -

M. James joined Adobe upon the closmg of the acquisition of Omnrture in October 2009 as Sen1or Vrce Presrdent of
the Omniture Business Unit. Prior to joining Adobe, Mr. James was one of the founders of Omniture and served as a director
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of Omniture from 1998 to October 2009 and as its Chief Executive Officer or President from 1996 to October 2009. From
1996 to 1998, Mr. James co-founded and co-managed several entities that were Omniture predecessors. Mr. James also
served on the Brlgham Young University ‘eBusiness Advisory Board and is a Platinum Founder of the BYU Center for
Entrepreneurship. He has lectured for numerous un1vers1ty classes and served on several other industry, advisory and prlvate
company boards. :

Mr. Loiacono joined Adobe in April 2006 as Senior Vice President and General Manager of the. Creative Solutions
Business Unit.: Prior to joining Adobe, Mr. Loiacono served as Executive Vice President of software at Sun Microsystems,
Inc., which:he joined in 1987. During Mr.. Loiacono’s-19 year tenure, he also served as General Manager of 'Sun
Microsystems’s operating platform group, as well-as Chief Marketing Officer.

Mr. Lynch currently serves as Adobe’s Chief Technology Officer and Senior Vice President of the Experience &
Technology Organization. Mr. Lynch joined Adobe as' Chief Software ‘Architect and Senior Vice President for Adobe’s
Platform Business Unit through our acquisition of Macromedia, Inc. in December 2005. At Macromedia, Mr. Lynch served
as Chief Software Architect and President of Product Development, where he led Macromedia in advancing Web software
including managing the initial development of Macromedia Dreamweaver and guiding Flash to its current w1despread
adoption across the Web. Prior to Macromedia, Mr. Lynch participated in a variety of technical and management roles in
startups including Frame Technology and General Maglc

Mr. Tarkoff currently serves as Adobe’s Senior V1ce Pre51den1 of the Business Product1v1ty Business Unit. Mr. Tarkoff
joined Adobe in-April 2007 as.Senior Vice President of Corporate Development. Prior to joining Adobe, Mr. Tarkoff was
Senior Vice President and General Manager of the Captiva Software Division and Senior Vice President of Business
Development and Channels for the Software Group of EMC Corporation, a products, services and solutions provider for
information management and storage, from December 2003 to April 2007. ‘Previously, Mr. Tarkoff was Executive Vice
President and Chief Strategy Officer for Documentum, Inc., an enterprise content management company and Senior Vice
President of Worldwide Business Development at Commerce One a provider of business-to-business e-commerce solutions.

Mr. Thompson joined Adobe in January 2006 as Senior Vice Pres1dent, Worldwide Field Operations. Prior to _]ommg
Adobe, Mr. Thompson served as Senior Vice President of Worldwide Sales at Borland Software Corporation, a software
delivery optimization solutions provider, from October 2003 to December 2006. Prior to joining Borland, Mr. Thompson was
Vice President of Worldwide Sales and Field Operatrons for Marimba, Inc., a provider of products and services for software
change and configuration management, from February 2001 to January 2003. From July 2000 to January 2001, Mr.
Thompson was Vice President of Worldwide Sales for Calico Commerce, Inc., a provider of eBusiness applications. Prior to
joining Calico, Mr. Thompson spent six years at Cadence Design Systems, Inc a provider of electronic design technologies.
While at Cadence, from January 1998 to June 2000, Mr. Thompson served as Senior Vice Presrdent Worldwide Sales and
Fleld Operatlons and from April 1994 to January 1998 as Vice Presi dent, Worldwide Profess1onal Services.

Mr. Rowley joined Adobe.in November 2006 as: Vlce Pre51dent Corporate Controller and Pr1nc1pa1 Accountmg Officer.
Prior to joining Adobe, Mr. Rowley served as:Vice President, Corporate Controller, Treasurer and Principal Accounting
Officer at Synopsys, Inc., a semiconductor design software company, from December 2002 to September 2005 and from
1999 to December 2002, Mr. Rowley served as Vice President, Corporate Controller and Principal Accounting Officer. From
1994 to 1999 Mr. Rowley served in several ﬁnance related positions at Synopsys Mr. Rowley is a certified public
accountant )

ITEM 1A. RISK FACTORS

As previously discussed, our actual results could differ mate rxally from our forward—lookmg statements. Factors that
might cause or contribute to such differences include, but are not limited to, those discussed below. These and many other
factors descnbed in this report could adversely affect our operations, performance and financial condition.

The ongomg economic downturn and continued uhcertaznty in the financial markets and other adverse changes in general
economic or political conditions in any of the ma]or countries in whzch we do business could adversely affect our operating
results. » ' ,

As our business has grown, we have become increasingly subject to the risks arising from adverse changes in domestic
and global economic and political conditions. Uncertainty about future economic and political conditions makes it difficult
for us to forecast operating results and to make decisions about future investments. For example, the direction and relative
strength of the global economy continues to be uncertain due to softness in the real estate and mortgage markets, volatility in
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fuel and other energy costs, difficulties in' the financial services sector and credit' markets, continuing “geopolitical
uncertainties, increasing unemployment and other macro-economiic factors affecting spending behavior. If .economic growth
in-the U.S. and other countries continues to bé slow and does not improve, - many customers may delay or reduce technology
purchases advertising spending or marketing: §pending. This could result in contiriuéd reductions in'sales of our products and
services, longer sales cycles slower adoptron of new technolog1es and 1ncreased price competltlon :

- The current-global ﬁnanc1al\crrsrsaffectmg'the bankmg system and'ﬁnancral'markets and the possibility that financial
institutions may consolidate or go out of business have resulted in a tightening in the credit markets, a low level of liquidity
in many financial markets, and increased volatility in fixed income; ¢redit, currency ‘and -equity markets. There could be a
number of follow-on effects from the credit crisis- on our business, including’ insolvency :of certain of our key' distributors;
resellers, OEMs, retailers and systems integrators,’ ISVs:and VARs' (collectively referred to as “distributors”), which: could
impair our distribution channels, inability.of customers, including ‘our distributors, to-obtain creditto finance purchases of our
products and services,-and failure of derivative counterparties and othet financial institutions, which could negatively impact
our treasury operations. Other income and expense could also vary from expectations.depending on gains or losses realized
on the sale or exchange of financial instruments, impairment charges related to investrient securities as ‘well as equity and
other investments, interest rates, cash balances, and changes in fair value of derlvatlve instruments. Any of thesé events
would likely harm our busmess results of operatrons and ﬁnanc1al condition. v

Political 1nstab111ty in any of the major countries we do busmess in would also-likely harm our busmess results of
operations and financial condition.
If we cannot continue to develop, market and distribute new products and services or upgrades or enhancéments to existing
products and services that meet customer requzrements our operatmg results couia’ suffer

T he process of developmg new-high technology products and services and enhancmg exrstlng products and sefvices is
complex, costly and uncertain, and any failure by us to anticipate customers* chahging needs and: émerging technological
trends accurately could significantly harm our market share and results of operations. We must make long-térm investments,
develop or obtain appropriate intellectual property-and commit significant resources before knowing whether our predictions
will accurately reflect customer demand for our products and services. Our inability to'extend our core technologies‘into new
applications ‘and -new platforms; including ‘the mobile and embedded devices market; and to anticipate or respond to
technological changes could affect continued market-acceptance of our products and services and our ability to develop new
products and services. Additionally, any delay-in the development, production, marketing or distribution of a new product or
service or upgradé or enhancement to an existing product or service could cause a decline in our revenue, earnings or stock
price and could harm our competitive position. We maintain’strategic relationships with third parties with' respect to the
distribution of ‘certain:of our techrologies. If we are unsuccessful in establishing or maintaining our strategic relationships
with these third parties, our ability to compete in ‘the marketplace or to grow our revenues would be 1mpa1red and ouf
operatrng results would suffer. : - » C

We offer our desktop applrcatlon-based products pr1mar11y on 'Windows and Macmtosh platforms We generally offer
our server-based products on the Linux platform as well as the Windews and UNIX ‘platforms. To the extent that there is a
slowdown of customer purchases'of personal computers on either the Windows or Macintosh platform or in general, or to the
extent that significant demand arises for-our products or ¢ompetitive prodiicts on other platforms before we choose and are
able to offer our products on these platforms our business could be harmed. Additionally, to the extent that we have difficulty
trahsitioning product or versioi réleases to new Windows and Macintosh operating systems, or to the extent new releases of
operating systems or other thrrd—party products make 1t more dlfﬁcult for ‘our products to perform our business could be
harmed. ‘ » o :

Introduction of -new products, services:-and business models by exzstmg and new. competltors could harm our competztwe
posztzon and results of operatzons : : - :

The markets for our products and services are characterrzcd by intense competltron evolvmg 1ndustry standards and
business models, disruptive software and hardware technology developments, frequent new product and service
introductions, short product and service life cycles, price cutting, with resulting downward pressure on gross margins, and
price sensitivity on the part of consumers. Our future success will depend on our ability to enhance our existing products and
services, introduce new products and services on a timely and cost-effective basis, meet changing customer needs, extend our
core technology into new applications, and anticipate and respond to emerging standards, business models, software delivery
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methods-and other technological changes. For example; certain versions of Microsoft Windows operating systems contain a
fixed document format, XPS, which competes with Adobe PDF. Additionally, certain versions. of Microsoft Office offer a
feature to save Microsoft Office documents as PDF: files, which:competes with Adebe PDF creation. Microsoft Expression
Studio :competes with our Adobe Creative . Suite' family of  products -and Microsoft Silverlight and Visual Studio, Web
development tools for RIAs, compete with Adobe Flash, Adobe Flex and. Adobe AIR. Gooegle Gears and Sun’s JavaFX,
alternative approaches to deploying RIAs, compete with Adobe Flash and Adobe AIR. Additionally, HTMLS specifies
scripting application programming interfaces which if broadly implemented in browsers could compete with Adobe Flash.
Companies, such as Google, Sun, Apple and Microsoft, may introduce competmg software offerings for free or open source
vendors may introduce competitive products. In -addition, recent advances in computing and .communications technologies
have made the Saa$, or on-demand, business model viable.-SaaS;allows companies to provide applications, data and related
services over the Internet. Providers use primarily advertising or subseription-based revenue models, We are developing and
deploying our own Saa$S strategies: through .various business: units, including our Omniture business unit, but there are
significant competitors in this area as:well. For instance, our Omniture Online Marketing Suite competes with Google
Analytics, which Google offers free of:charge; and other.competitive Saa$S offerings from companies such as Coremetrics,
Yahoo! and WebTrends.-If any competing products or services in these areas achieve widespread acceptance, our operating
results could suffer. In addition, consolidation has occurred among' some of the competitors in our markets, Any further
consolidations among our competitors may result in-stronger competitors and may therefore harm, our results. of operations.
For additional information regarding our competition and the risks arising out of the competltlve environment in which we
operate, see the section entitled “Competition” contained in Item 1 of this report. - :

If we fail to successfully manage transitions to new business models and markets, our - results of operatzons could be
negatively impacted..

We plan to release numerous new product and service offerings and employ new software delivery methods in
connection with: our-transition to new business models. It is uncertain whether these strategies will prove successful or that
we will be-able to.develop the infrastructure and business models as quickly as.our competitors..Market acceptance of these
newlpr,oduc‘t and service offerings-will be dependent on our ability to include functionality and usability in,such releases that
address certain customer requirements with which we have limited prior experience and operating history, Some of these new
product and service offerings could subject usto increased risk.of legal liability related to the provision of services:as well as
cause us to incur significant technical, legal or other costs. For example, with our introduction-of on-demand services, we are
entering a market that is at an early stage-of development Market acceptance of such services is affected by a variety of
factors, including :security. reliability of on-demand services, customers concerns with entrusting a third party ‘to store and
manage their: data, public concerns: regardmg privacy and the enactment of laws or regulations that restrict our ability to
provide such services. to customers in the:U.S. or internationally. As our business-continues: to transition to new business
models.that may be more highly.regulated for privacy.and:data security, and to countries' outside the U.S. that have mote
strict data protection laws, our liability exposure, compliance requirements and costs may increase. In addition, laws in the
areas of privacy and behavioral tracking and advertising are likely to be passed in the future, which coyld result in significant
limitations on or changes to the ways in which we can collect, use, store or transmit the personal information of our
customers or employees, communicate with our customers, and deliver produets and services. Further, any perception of our
practices as an-invasion of privacy, whether or net illegal, -may: subject. us to-public criticism. Existing and potential future
privacy laws, increased risks related to.unauthorized data. disclosures. and increasing sens1t1v1ty of consumers to use of
personal information may create negat1ve pubhc relations related to our business practlces : s

v Addltronally, customer requlrements for open standards or open source products could 1mpact adoptron or use with
respect to some of our products or services. To the:extent we incorrectly estimate: customer requirements for such products or
services or if there is a delay in market acceptance of such products or services, our business could be harmed.

From time to time we open source certain-of our technology initiatives,: provide broader open. access:-to certain of our
technology, such as our OSP, and release selected technology for industry standardization. These changes may have negative
revenue implications and make it easier for our competitors to produce products or services similar to ours. If we are unable
to-respond to these competrtlve threats; our busmess could be harmed. Coe e T
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We are also devoting significant resources to.the development of technologies and service offerings in markets where
we have a limited operating history, 1nclud1ng the enterprise, government and mobile and device markets. In the enterprise
and government markets, we intend to increase our focus on vertical markets such as education, financial services,
manufacturing, and the architecture, engmeenng and construction markets and” horizontal markets such as ‘training and
marketing. These new offerings and markets require a considerable investment of technical, financial and sales resources, and
a scalable organization. Many of our competitors may have advantages over.us due-to their larger presence, larger developer
network, deeper experience in the enterprise, government and mobile and device markets, and greater sales and marketing
resources.- In the ‘mobileand dévice imarkets, our intent is to partner- with ~device makers, manufacturers and
telecommunications carriers to embed our technology on their platforms, and in the enterprise and government market our
intent is to form strategic alliances with leading enterprise and government solutions and service providers to provide
additional resources to further enable penetration of such markets. If we are unable to.successfully enter into strategic
alliances with device makers, manufacturers, telecommunication carriers and leading enterprise and government solutions
and service providers, or if they are not as productive as we anticipate, our market penetration may not proceed as rapidly as
we anticipate and our results of operations could be negatively impacted.

Revenue from our new businesses may be difficult to predict. .. .

As previously discussed, we are devoting significant resources to the development of product and service offerings
where we have a limited operating history. This makes it difficult to predict revenue and revenue may decline quicker than
anticipated. Additionally, we have a limited history of licensing products and offering services in certain markets such as the
government and enterprise market and may experience a number of factors that will make our revenue less predictable,
including longer than expected sales and, implementation cycles, dec1s1on to gpen source certain of our technology initiatives,
potential deferral of revenue due to multlple-element revenue atrangements and alternate licensing arrangements. If any of
our assumptions about revenue from our new businesses prove incorrect, our actual results may vary materially from those
anticipated, estimated or projected.

For instance, the SaaS business modeél we utilize in otir Omniture business unit typically involves selling services on a
subscription basis pursuant to service agreements that are generally one to three years in length. Although many of our
service agreements contain automatic renewal terms, our customers have no obligation to renew their subscriptions for our
services after the expiration of their initial subscription period upon providing timely notice of non-renewal and we cannot
provide assurance that these subscriptions will be renewed at the same ‘or higher level of service, if at all. Moreover, under
some circumstances, some of our customers have the right to cancel their service agreements prior to the expiration of the
terms of their agreements. We cannot be assured that we will be able to accurately predict future customer rénewal rates. Our
customers’ renewal rates may decline or fluctuate as a result of a number of factors, mcludlng their satisfaction or
dissatisfaction with our services, the prices of our services, the prices of services offered by our competitors, mergers and
acquisitions affecting our customer base, reductions in our customers’ spending levels, or declines in consumer Internet
activity as a result of economic downturns or uncertainty in financial markets. If our customers do not renew their
subscriptions for our services or if they renew on less favorable terms to us, our revenues may decline.

We may not realize the antzczpated benef ts of past or future acquzsmons and zntegratzon of these acquzsztzons may dzsrupt
our business and management. g

We have in the past and may in the future acquire additional companies, products or technologies. Most recently, we
completed the acquisition of Omniture in October 2009. We may not realize the anticipated benefits of 2 an achHSlthIl and
each acquisition has numerous risks. These risks include: .

. dlfﬁculty n assmnlatmg the operatlons and personnel of the acqulred company,

. dlfﬁculty in effect1vely mtegratmg the acquxred technologles products or services with our current technologtes
products or services; : 2 ; - ‘ , S

. 'dlfﬁculty in mamtammg controls procedures and p011c1es dunng the transition and 1ntegrat10n h

e entry into-markets in which we have no or hmlted direct prior experlcnce and where competltors in such markets
have stronger market posmons S v :
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e - disruption of our ongoirig business and distraction of our management and-employees from-other opportunities

and challenges; - woET g g L e et ,

e difficulty integfating ’the vauired,compahy’s aécohnting, management infdrmatiori, hunian résoﬁrgﬁeé and other
administrative systems; R ~ L '

e inability to retain key technical and managerial personnel of the acquired business; ‘
. | ihability to .retaih key custoﬁérs, distributors, Véﬁdors :a‘nd other buSiﬁéss }:)é:tners‘-bf ,th:e.:“acyq:uireclly bﬁsinéés;
' 9:  inability to achieve the financial ah&_ strategic goals for the a“cqﬁiredrand combined businesses; o
.. :inaBiiity to fake, advéntége éf anticipafed tax,xbéneﬁts as a fésult oﬁ'ﬁnforeée.en :&ifﬁculties in our intégration
-activities; R A TER S o TH AT o v

"o incurring acquisition-related costs or afilorti‘i,aitio_r'l.fcyo,’stsﬂi fgf ‘acquir‘ed"intén‘gi:ble __'z_isset§ Tgh'at’ could impact our
operating results; SR

e potential additional exposure to fluctuations in currency exchange rates;

. e  potential impairment of our, relationships . with employees, customers, partners, distributors. or .third-party
providers of our technologies, products or services; . b, - e e
e potential failure of the due diligence processes to identify significant problems, liabilities or other shortcomings or
challenges of an acquired ‘company or' technology, including but riot' limited to, issues’ with the acquired
éompany’s intellectual property, product ‘quality or product architecture, data back-up and security, revenue
recognition or ‘other accounting’ practices, employee, customer or partner issues “or legal and financial
contingencies; S S B - ‘ S
e exposure to litigation or other claims in connection with, or inheritance of claims or litigation risk as a result of, an
_acquisition,. including but not. limited to, claims from terminated. employees, customers, -former stockholders or
- other third-parties; : , . :

e incutring significant exit charges if products or sei’izipcs acquired in b’u'sii‘néss combinations are unsuccessful;
-.e . potential inability to assert that internal controls over financial reporting are effective;

‘e potential inability to obtain, or obtain in a timely manner, apprp‘v'élstfir'om g(j)vem'mentalv authorities, which could
delay or prevent such acquisitions; = o P » ‘

- e potential delay 'in customer and distributor purchasing decisions due to-uncertainty about the direction of our

‘ product and service offerings; and - ST T LT e B R

o potential incompatibility of business cultures.

. Mergers and acquisitions of high technology companies are inherently risky, and ultimately, if we do not complete an
announced acquisition transaction or integrate an acquired business successfully and in a timely manner, we may not realize
the benefits of the acquisition to the extent anticipated.

We ma)} incur substqntial c‘qstv.s:‘enforcing or acquiring inteilectual propeft))_ rights and defehding ag&inst third-party claims
as a result of litigation or other proceedings. . : :

In connection with the enforcement of our own intellectual property rights, the acquisition of third-party intellectual
property rights, or disputes relating to the validity or alleged infringement of third-party intellectual property rights, including
patent rights; we have been, are currently and may in the future be:subject to claims, negotiations or complex; protracted
litigation. Intellectual property disputes and litigation are typically very costly and can be: disruptive to. our business
operations by diverting the attention and energies of management and key technical personnel. Although we have
successfully defended ‘or resolved past litigation and disputes, we may not prevail in any ongoing or future litigation and
disputes. Third-party, intellectual property disputes could subject us.to-significant liabilities, require us-to enter into royalty
and licensing arrangements on unfavorable terms, prevent us from licensing certain.of our products or offering certain of our
services, subject us to injunctions restricting our sale of products or services, cause severe disruptions to our operations or the
markets in which we compete, or require us to satisfy indemnification commitments with our customers including contractual
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provisions under various license arrangements and service agreements. In addition, we may . incur-significant costs in
acquiring the necessary third-party intellectual property rights for use in our products. Any of these could seriously harm our
business.

We may not be able to protect our intellectual property rights, mcludzng our source code, from third- -party infringers, or
unauthonzed copyzng, use or dzsclosure .

‘Although we defend our intellectual property rights and combat unlicensed copyrng and use of software and intellectual
property rights through a vanety of techniques, preventrng unauthorized use or mfrmgement of our rights is inherently
difficult. We actively pursue software pirates as part of our enforcement of our intellectual property rights, but we
nonetheless lose 51gn1ﬁcant revenue due to illegal use of our software If plracy activities increase, it may, further harm our
business. :

Addltlonally, we take s1gn1ﬁcant measures to protect the secrecy of our conﬁdentlal 1nformat10n ‘and trade secrets,
including our source code. If unauthorized disclosure of our source code occurs, we could potent1ally lose future trade secret
protection for that source code. The loss of future trade secret protection could make:it easier for third-parties to compete
with our products by.copying functionality, which could adversely affect our revenue and operating margins. We also seek to
protect our confidential information and trade secrets through the use of non-disclosure agreements with our customers,
contractors, vendors; and partners. However there is a risk that our confidential information and trade secrets may be
disclosed or published without-our authorization, and in these situations it may be difficult and/or costly-for us to enforce our
nghts C :

Securzty vulnerabzlztzes in our products and systems could lead to reduced revenues or to lzabzlzty clazms

Mamtammg the secunty of computers and computer networks is a cr1t1ca1 issue for us and our customers. Hackers
develop and deploy viruses, worms, and other malicious software programs that attack our products and systems. Although
this is an 1ndustry-w1de problem that affects computers and products across all platforms, it affects our products.in particular
because. hackers tend to focus their efforts on the most popular operating systems and programs and we expect them to
continue to do so. Critical vulnerabilities have been identified in certain of our products. These vulnerabilities could cause the
application to crash and could potentially allow an attacker to take control of the affected system.

We devote significant resources to address security vulnerabilities through' engineering more secure products,
enhancing security and reliability features in our products and systems, code hardening, deploying security updates to address
security vulnerabilities and improving our incident response time. The cost of these steps could reduce our operating margins.
Despite these -efforts, actual or perceived security vulnerabilities in our products and- systems may lead to claims against us
and harm our reputation, and could lead some customers to seek to return products, to stop using certain services; to reduce or
delay future purchases of products or services, or to use.competing products or services. Customers may also.increase their
expenditures on: protecting their existing computer systems from attack, which could delay adopt1on of new technologres
Any of these actions by customers could adversely affect.our revenue. -

Some of our buslnesses rely on us or thlrd party service provzders to0 host and delzver services; and any interruptions or
delays in-ourservice or service from these third parties, security .or privacy breaches, or failures in.data collection could
expose us to-liability and harm our business and reputation. . . e

Some of our businesses, including our Omniture business unit, rely on hosted services from us or third parties. Because
we. hold large amounts of customer data and host certain of : such data in third-party facilities; a security incident may
compromise. the integrity or availability of customer data, or customer data may be exposed:to -unauthorized -aceess.
Unauthorized access to, customer data may be obtained through break-ins, breach of our secure network by an unauthorized
party, employee theft or misuse, or other misconduct. It is also possible that unauthorized access to customer data may be
obtained through inadequate use of security controls by customers.. While strong password: controls, IP. restriction and
account controls. are provided and supported, their use is controlled by.the customer. For example, this could allow accounts
to be created with weak passwords, which could result in allowing an attacker to gain access to customer data. Additionally,
failure by. customers to remove accounts of their.own employees, or granting of accounts by the customer in an uncontrolled
manner, may allow for access by former or unauthorized customer employees: If there were ever an inadvertent disclosure of
personally. identifiable ‘information, or if a third party were to gain unauthorized access to the- personally identifiable
information we possess, our operations could be disrupted, our reputation could be harmed and we could be subject to claims
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or other liabilities. In addition; such percéived or actual unauthorized disclosure of the mformatlon we collect or breach of
our security could result in-the loss of custorners and harm our business. : :

Because of the large amount of data that we collect and manage on behalf of our customers, it is possible that hardware
failures or errors in our systems could result in data loss or corruption or cause the information that we collect to be
incomplete or contain inaccuracies that our customers regard as significant. Furthermore, our ability to collect and report data
may be delayed or interrupted by a number of factors, including access to the Internet, the failure of our network or software
systems, security breaches or significant variability in visitor traffic on customer Websites. In addition, computer viruses may
harm our systems causing us to lose data, and the transm1ss1on of computer viruses could expose us to litigation. We may
also find, on Occasion, that we cannot deliver data and reports to our customers in near real time because of a number of
factors, 1nc1ud1ng s1gn1ﬁcant spikes in, consumer act1v1ty on their Websites or failures of our network or software. We may be
liable to our customers for damages they may incur resulting from these events, such as loss of business, loss of future
revenues, breach of contract or for the loss of goodwﬂl to their business. In addition to potential liability, if we supply
inaccurate information or experience interruptions in our ability to capture, store. and supply mformatlon in near real time or
at all our reputat1on could be harrned and we could lose customers

On behalf of certam of our customers using our' services, mcludmg those usmg services offered. by our Omniture
business unit, we collect and use information derived from the activities of Website. visitors, which may include anonymous
and/or personal information: This enables us to provide such customers with. reports on aggregated anenymous or personal
information from and about the visitors to their Websites in the manner specifically directed by such customers. Federal, state
and foreign government bodies and agencies have adopted or are-considering adopting laws regarding the collection, use and
disclosure of this information. Therefore, our compliance with privacy laws and regulations and our reputation among the
pubhc body of Website visitors depend on such customers’ adherence to privacy laws and regulations and their use of our
services in ways consistent with such visitors™ expectations. We also rely on répresentations made to us by customers-that
their own use of our services and the information we provide to them via our services do not violate any applicable privacy
laws, rules and regulations or their own privacy policies. We ask customers to represent to us that they provide their Website
visitors the opportunity to “opt-out” of the information collection associated with our services, as applicable. We do not
formally audit such customers to confirm compliance with these representations. If these representatlons are false or if such
customers do not otherwise comply w1th apphcable pnvacy laws, we could face potentlally adverse pub11c1ty and pos51b1e
legal or other regulatory action. *

Failure to manage our sales and distribution channels and third-party customer. service and techmcal support provzders
eﬂectzvely could result in a loss of revenue and harm to our business.

A mgmﬁcant amount of our-revenue for apphcatlon products'is from two d1str1butors Ingram MICI'O Inc and Tech
Data Corporation; which represented 15% and 8% of our net revenue for fiscal 2009, respectively. We have multiple non-
exclusive, independently negotiated distribution agreements with Ingram Micro and Tech Data and their subsidiaries
covering our arrangements in specified: countries and regions. Each of these-contracts has ‘an-independent- duration, is
independent of any other agreement (such as a master distribution agreement) and ‘any termination of one agreement does not
affect the status of any of the other agreements. In fiscal 2009, no single agreement with these distributors was responsible
for over 10% of our total net revenue. If any one of our agreements with these distributors were terminated, we believe we
could make arrangemerits with new or existing distributors to distribute our products without a substantial disruption to our
business; however, any prolonged delay in securing a replacement-distributor could have a negative short-térm impact on our
results of operations.

Successfully managing our indirect channel efforts to reach various potential customer segments for our products and
services is a ‘complex process. Our distributors are independent businesses that we do not control. Notwithstanding the
independence of our channel ‘partners, we face potential legal risk from the activities of these third parties including, but not
limited to, export control violations, corruption and' anti-competitive behavior. Although ‘we have undertaken efforts to
reduce these third-party risks, they remain present. We cannot be certain that our distribution channel will co'ntinue to market
or selI our products effectrvely If we are not successful we may lo‘ e sales opportumtles customers and revenues

Our dlstrrbutors also sell our competrtors products and if they favor our competltors products for any reason, they
may fail to market our products as effectively or to devote resources neceéssary to provide effective sales, which would cause
out tesults to suffer. We also distribute some products through | our OEM channel and if our OEMs declde not to bundle our
applications on their devices, our results could suffer. . - o PR :
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. In addition, the financial health -of our distributors and -our continuing relationships with them are important to our
success. Some of these distributors'may be unable to withstand adverse changes in current economic conditions, which could
result in insolvency of certain of our distributors and/or the inability of our distributors to obtain credit to finance purchases
of our products. In addition, weakness in the end-user market could further negatively affect the cash flow of our distributors
who could, in turn, delay paying their obligations to us, which would increase our credit risk exposure. Our business could be
harmed if the financial condition of some of these dlstrlbutors substant1a11y weakens and we were unable to timely secure
replacement distributors. :

We also sell certain of our products and services through our direct sales force. Risks associated with this sales channel
include a longer sales cycle associated with direct sales efforts, difficulty in hiring, retaining and motivating our direct sales
force, and substantial amounts of training for sales representatives, including regular updates to cover new and upgraded
products and services. Moreover, our recent hires and sales personnel added through our recent business acquisitions may not
become as productive as we would like, as in most cases it takes a significant period of time before they achieve full
productivity. Our business could be seriously harmed if these expansion efforts do not-generate a corrésponding significant
increase in revenues and we are unable to achieve the efficiencies we anticipate.. . .

We also provide products and services, directly and indirectly, to a variety of governmental entities, both domestically
and internationally. The licensing and sale of products . and services to governmental entities may require adherence to
complex specific procurement regulations and other requirements. ‘While we bélieve we have adequate controls in this area,
failure to effectively manage this complexity and satisfy these requirements could result in the potential assessment of
penalties and fines, harm to our reputation and lost sales opportunities to such governmental entities.

We outsource a. substantial portion of our customer service and technical support.activities to third-party service
providers. We rely heavily on these third-party customer service and technical support representatives working on our behalf
and we expect to continue to rely heavily on third parties in the future. This strategy provides us with lower operating costs
and greater flexibility, but also presents risks to our business, including the possibilities that we may not be able to impact the
quality of support that we provide as directly as we would be able to do in our own company-run call centers, and that our
customers may react negatively to providing information to, and receiving support from, third-party organizations, especially
if based overseas. If we encounter- problems with our third-party customer service and technical support providers, our
reputation may be harmed and our revenue may, be adversely affected. :

Catastrophic events may disrupt our business. .

We are a highly automated business and rely on our network infrastructure and enterprise applications, internal
technology systems and our Website for our development, marketing, operational, support, hosted services and sales
activities. In addition, some of our busmesses rely on third-party hosted services and we do not control the operation of third-
party data center facilities serving our ctistomers’ from atound the world which increases our vulnerability. A d1srupt10n
infiltration or failure of these systems or third party hosted services in the event of a major earthquake, fire, power loss,
telecommunications failure, cyber attack, war, terrorist attack, or other catastrophlc event could cause system 1nterrupt10ns
reputational harm, loss of intellectual property delays in our product development, 1engthy interruptions in our services, \
breaches of data security and loss of critical data and could prevent us from fulﬁlhng our customers’ orders. Our corporate
headquarters, a significant portion of our research and development act1v1t1es certain of our data centers, and certain ‘other
critical business operations are located in San Jose, California, which is near major earthquake faults. We have developed
certain disaster recovery plans and certain backup systems to reduce the potentially adverse effect of such events, but a
catastrophic event that resulfs in the destructlon or dlsruptlon of any of our data centers or our critical business or mformatlon
technology systems could severely affect our ab111ty to conduct normal busmess operanons and as a result, our future'
operatmg results could be adversely affected.

Net revenue, margm or earmngs shortfalls or the volatility of the market generally may cause the market price of our stock to
declme

The market price for our common stock has experienced significant fluctuations and may continue to fluctuate
significantly. The market price for our common stock may be affected by a number of factors, including shortfalls in our net
revenue, margins, earnings or key performance metrics, changes in estimates or recommendations by securities analysts; the
announcement of new products, product enhancements or service introductions by us or our competitors, seasonal variations
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in the demand for our products and services and the implementation cycles for our new customers; the loss of a large
customer or our inability to increase sales to existing customers and attract new customers; quarterly variations in our or our
competitors’ results. of operatrons developments in our industry; unusual events such as significant acquisitions, divestitures
and litigation, general socio-economic, regulatory, pohtlcal or market conditions and other factors, mcludmg factors
unrelated to our operating performance : ‘ C

We are sub]ect to rlsks assoczatea’ with global operatzons whzch may harm our business.

We are a global business that generates over 50% of our total revenue from sales to customers ‘outside of the Americas.
This subjects us to a number of risks, mcludrng : : »

. foreign currency ﬂuctuatlons
. o: changes in government preferences for software procurement
e  international economic, political and labor conditions;
e tax laws (including U.S. taxes on foreign subsidiaries); -
R v‘_mcreased financial accountmg and reportmg burdens and complexmes ‘
e - unexpected changes in, or impositions of, legrslatlve or regulatory requ1rements
o failure of laws to protect our intellectual property r1ghts adequately, o
"o 1nadequate local infrastructure and d1fﬁcu1t1es in’ managmg and staffing international operations;

. _delays resulting from drfﬁculty in obta1n1ng export licenses for certain technology, tariffs, quotas and other trade
barriers and restrictions;

e transportat1on delays; ‘ N
10, . operatmg in locations with a hlgher 1ncrdence of corrupt1on and fraudulent busmess practrces and

. other factors beyond our control, including terrorrSm, war, natural disasters and diseases.

If sales to any of our customers outside of the Americas are delayed or cancelled because of any of the above factors,
our revenue may be negatively impacted.

In addition, approx1mately 42% of our employees are located out51de the USs. This means we have exposure to changes
in fore1gn laws governing our relationships with our employees including wage and, hour laws and regulations, fair labor
standards, ‘unemployment tax rates, workers’ compensat1on rates, cit izenship requirements and payroll and other taxes, which
likely y would have a direct impact on our operatmg costs. We also intend to continue expansion of our internatipnal operatlons
and international sales and marketmg activities. Expansion in international markets has requ1red and will continue to require,
s1gmﬁcant management attention and resources. We may be unable to scale our, infrastructure effectlvely, or as quickly as our
competitors, in these markets and our revenues may not 1ncrease to, offset these expected increases in costs and operatrng,
expenses, Wthh Would cause our results to suffer

Moreover asa global company, we are subject to varied and complex laws regulations and customs domestically and
1nternatronally These laws and regulations relate to a number of aspects of our business, including trade protection, import
and export control, data and transaction processing security, records management, gift policies, employment and labor
relations laws, securities regulations and other regulatory requirements affecting trade and investment. The apphcatron of
these laws and regulations to our business is often unclear and may at times conflict. Comphance with these laws and
regulations may involve significant costs or require changes in our business practices that result in reduced revenue and
profitability. Non-compliance could also result in fines, damages, criminal sanctions against us, our officers, or our
employees, prohibitions on the conduct of our business, and damage to our reputation. We incur additional legal compliance
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costs associated with our global operations and could become subject to legal penalties in foreign countries if we do not
comply with local laws and regulations, which may be-substantially different from those in the U.S. In many foreign
countries, particularly in those with developing economies, it is common to engage in business practices that are prohibited
by U.S. regulations applicable to us such as the Foreign Corrupt Practices Act. Although we implement policies and
procedures designed to ensure compliance with these laws, there can be no assurance that all of our employees, contractors
and agents, as well as those companies to which we outsource certain of our business operations, including those based in or
from countries where practices which violate such U.S. laws may be customary, will not take actions in violation of our
internal policies. Any such violation, even if prohibited by our internal policies, could have an adverse effect on our business.

We may incur-losses associated with currency ﬂuctuations and may not be able to effectively hedge our exposure.

Our operatmg results are subject to ﬂuctuatxons mn fore1gn currency exchange rates. We attempt to m1t1gate a portion of
these risks through foreign currency hedging, based on our judgment of the appropriate trade-offs among risk, opportunity
and expense. We have established a hedging program to partially hedge our exposure to foreign currency exchange rate
fluctuations primarily for the Japanese Yen and the Euro. We regularly review our hedging program and make adjustments as.
necessary based on the judgment factors discussed above. Our hedging activities may not offset more than a portion of the
adverse financial impact resulting. from unfavorable movement in foreign currency exchange rates, which could adversely
affect our financial condition or results of operations. . : v

Changés in, or interpretations of, accounting principles could result in unfavorable.accounting charges.

We prepare our consolidated financial statements in accordance with accounting principles generally accepted in the
United States of America (“GAAP”). These principles are subject to interpretation by the SEC. and various bodies formed to
interpret and create appropriate accounting principles. A change in these principles can have a significant effect on our
reported results and may even retroactively affect previously reported transactions. Our accounting principles that recently
have been or may be affected by changes in the accounting principles are as follows:

o software and subscrlptlon revenue recogmtlon
o accounting for stock based compensat1on
. accounting for income taxes; and

o« 'account'ing for' business combinations and related goodwill.’

In December 2007, the Financial Accountmg Standards Board (“FASB”) 1ssued revised standards for busmess
combmatlons which changes the accountmg for business combinations including timing of the measurement of acquirer
shares issued in consideration for a business combination, the timing of recognition and amount of contlngent consideration,
the accountlng for pre- acqulsluon gain and loss contingencies, the recognition of capitalized in-process research and
development, the accounting for acqu1s1t10n related restructurmg liabilities, the treatment of acquisition related transaction
costs and the recogmtlon of changes in the acquirer’s income tax valuation allowance. The revised standards for business
combinations is effective for financial statements issued for fiscal years beginning after December 15, 2008.. The revised
standards for business combinations are effective for us begmmng the first quarter of fiscal 2010. We currently believe that
the adoption of the revised standards for business combinations will result in the recogmtlon of certain types of expenses in
our results of operations that we currently capitalize pursuant to existing accounting standards. -

If our goodwill or amortizable intangible assets become impaired we may be required to record a significant charge to
earnings.

Under GAAP, we rev1ew our. goodw111 and amortlzable 1ntang1b1e assets for lmpamnent when events .or changes in.
circumstances. indicate the cartying value may not be recoverable. Goodwill is required to.be tested for impairment at least
annually. Factors that may be considered a change in circumstances indicating that the carrying value of our goodwill or
amortizable intangible assets may not be recoverable include a decline in stock price and market cap1ta11zat10n future cash
flows, and slower growth rates in our industry. We may be required to record a significant charge to earnings in our financial
statements during the period in which any impairment of our goodwill or amortizable intangible assets is determined,
resulting in an impact on our results of operations. For example, our Mobile and Device Solutions busmess which is reported
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as part of our Platform segment:in fiscal 2009, is in an emergmg market with high growth potentral In May 2008, we
announced the OSP. As part of the project, we will be removing the license fees on ‘the next major reléases of Adobe Flash
Player and Adobe AIR for devices. Revenue from this segment has begun to decrease. Although we would expect this
decrease to  be: offset in time by an' increased -demand for tooling products, server’ technologies, hosted services and
applications, if future revenue or revenue forecasts for our Platform segment do not meet our expectations, we may be
requxred to. record a charge to earnmgs reﬂectmg an impairment of recorded goodwill or 1ntang1ble assets.

Changes in, or interpretations of, tax rules and regulations may ad versely affect our effective tax rates.

We are a U.S. based multinational company subject to tax in multiplée U.S. and foreign tax jurisdictions. Unanticipated
changes in our tax rates could affect our future results of operations. Our future effective tax rates could be unfavorably
affected by changes in, or interpretation of, tax rules and- regulations in the jurisdictions in which we do business, by
unanticipated decréases in the amount of revenue or earnings in countries with low statutory tax' rates, by lapses of the
availability of the U. S research and development tax cred1t or by changes in the valuatlon of our deferred tax assets and
liabilities. SR -

In addltron we are subject to the continual examination of our income tax returns by the IRS and other domestic and
foreign tax authorities, including a current examination by the IRS of our fiscal 2005, 2006 and 2007 tax returns. These
examinations are expected to focus on our intercompany transfer pricing practices as well as other matters. We regularly
assess the likelihood of outcomes resulting from these examinations to determine the adequacy of our provision for income
taxes and have reserved for potential adjustments that may result from the current examination. We believe such estimates to
be reasonable; however, theré can be no assurance that the final determination of any ‘of these examinations will not have an
adverse effect on our operatmg results and financial position. :

If we are unable to reciuit and retain key personnel our busmess may be harmed

Much of our future success depends on the continued service and availability of our senior management. These
individuals have acquired specialized knowledge and skills with respect to-Adobe. The loss of any of these individuals could
harm our business. Our business is also dependent on our ability to retain, hire and motivate talented, highly skilled
personnel. Experienced personnel in the information technology industry are in high demand and competition for their talents
is intense, especially in the Bay Area, where many of our employees are located. We have relied on our ability to grant equity
compensatron as one mechanism for recruiting and retaining such highly skilled personnel. Accounting regulations requiring
the expensing of equity compensation may impair our ability to provide these ‘incentives without incurring significant
compensation costs. Add1t1ona11y, the recent significant adverse volatility in our stock price has resulted in many employees’
stock option exetcise prices exceeding the underlying stock’s market value as well as deterioration in the value of employees’
restricted stock units granted, thus lessening the effectiveness of retaining employees through stock-based awards. If we are
unable to continue to successfully attract and retain key personnel, our business may be harmed. Effective succession
planning is also a key factor for our long-term success. Our failure to enable the €ffective transfer of knowledge and facilitate
smooth transitions with regards to our key employees could adversely affect our long-terrn strategic planning and executron

“'We believe that a'critical contributor to our success to date has been our‘corporate culture, which we beheve fosters’
innovation and teamwork. As we grow, including from the integration of employees and businesses acquired in'connection
with our previous or future acquisitions, we may find it difficult to maintain important aspects of our corporate culture which
could negatively affect our ability to retain and recruit personnel and otherwise adverselyaffect our future success.

Our investment portfolio may become impaired by deterioration of the capital markets.

Our cash equlvalent and short-term investment portfolio as of November 27, 2009 consisted of US treasury securities,
bonds of government agencies, obligations of foreign governments, corporate bonds and taxable money market mutual funds.
We follow an established investment policy and set of guidelines to monitor-and help ‘mitigate our exposure to interest rate’
and’ credit risk. The pohcy sets forth- credit quality standards and limits our exposure to’ any one issuer, as well as our
maximum exposure to Varlous asset classes : :

As a-result of current adverse financial market conditions, investments in some financial instruments may pose risks

arising from recent market liquidity and credit concerns. As of November 27, 2009, we had no material impairment charges
associated with our short-term investment portfolio relating to such adverse financial market conditions. Although we believe
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our current investment portfolio has very little risk of material impairment, we cannot predict future market conditions or
market liquidity and can provide no assurance that our investment portfolio will remain materially unimpaired.

We may suffer losses ﬁ"om our equity investments which could harm our business.

- We have 1nvestments and plan to contmue to make ﬁlture 1nvestments in pnvately held compames many of whlch are
considered in the start-up or development stages. These investments are inherently risky, as.the market for the technologies or
products these companies have under- development is. typically in the early stages and may never materialize. Our investment
activities can impact our net income. Future price fluctuations:in these securities. and any significant long-term declines in
value of any of our investments could reduce our net income in future periods. :

We rely on turnkey assemblers and any adverse change in our relatlonshtp with our turnkey assemblers could result in a foss
of revenue and harm our business. -

We currently rely on seven turnkey assemblers of our products, with at least two turnkeys located in each maJ or region
we serve. If any significant turnkey assembler terniinates its relationship with us, or if our supply from any significant
turnkey assembler is interrupted or terminated for any other reason, we may not have enough time or be able to replace the
supply of products replicated by that turnkey assembler to avoid serious harm to our business.

ITEM 1B. UNRESOLVED STAFF COMMENTS.

None.
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ITEM 2. PROPERTIES

The following table sets forth the location, approximate square footage and use of each of the principal properties used
by Adobe during fiscal 2009. We lease or sublease all of these properties with the exception of our property in India, where
we own the building and lease the land, and San Francisco on Townsend and Waltham where we own the building and land.
All properties are leased under operating leases. Such leases expire at various times through 2028, with the exception of the
land lease that expires in 2091. The annual base rent expense (including operating expenses, property taxes and assessments,

as applicable) for all facilities is currently approximately

changes in interest rates.

Location
North America:

345 Park Avenue

San Jose, CA 95110, USA
321 Park Avenue

San Jose, CA 95110, USA

151 Almaden Boulevard
San Jose, CA 95110, USA

601 and 625 Townsend Street
San Francisco, CA 94103, USA

801 N. 34™ Street-Waterfront
Seattle, WA 98103, USA

550 East Timpanagos Circle
Orem, UT 84097, USA

10182 Telesis Court
San Diego, CA 92121, USA

21 Hickory Drive
Waltham, MA 02451, USA

1-3 Riverside Center
275 Grove Street
Newton, MA 02466, USA

250 Brannan Street
San Francisco, CA 94107, USA

13450 Sunrise Valley Drive
Herndon, VA 20171, USA

343 Preston Street

Ottawa, Ontario K1S 5N4, Canada

India:

Adobe Towers, 1-1A, Sector 25A

Noida, U.P.

Adobe Towers, Plot #6, Sector
127Expressway, Noida, U.P.

Salapuria Infinity, 3rd Floor
#5, Bannerghatta Road
Bangalore

Approximate
Square

Footage

378,000

321,000 . .
267,000
272,000
182,000
135,000
61,000%*
108,000

63,000%**

35,000
29,000

122,000

191,000
65,000

94,000
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:$84.8 ‘million-and is subject to: annual adjustments as well as

_Use‘

" Research, product‘ devclop;ilent, ‘ ;saiés, and ‘n'iarketling, and

administration

. Research, product development;sales and marketing

Product development, sales arid administration
Research, product development, sales, marketing and

administration

Product development, sales, technical support and
administration

Research, product development, sales, marketing and
administration
Product development, sales and marketing

Research, product development, sales and marketing

Research, product development, sales and marketing

Product development, sales and marketing
Product development, sales and marketing

Research, product development, sales, marketing and
administration

Product development
Product development

Research and product development



Appreoximate
© " Square

Location Footage - B ] ) . Use
?itf ggil:sglflzf;;;g:ﬁr - | “ 56,000 ; Produc‘e Vdeveloprnent, sales and marketjng 1

China: | ' o o |

Block A, SP Tower 215t & 22nd Floor | ‘ - .
Block D, SP Tower, 10th Floor 77,000 Research and product ‘de\.'elopment

R

Tsinghua Science Park, Yard 1 v
Zhongguancut Donglu Ha1d1an Dlstnctv’ gon .
Beijing - .. o ) o

Germany: o ROT e e S Sy PN
giﬁfiifglgszt%s?e ?7,_ ... ... 36000  Rescarchand product development

Romania: : T B
26 Z Timisoara Blvd Anchor Plaza '

Lujerului, Sector 6
Bucharest

UK: :
3 Roundwood Avenue :
Stockley Park, Heathrow

o ,44:,000:‘ Research»and‘j)’.roduct 'deflelor.)ﬁient

22,000 " Product development, sales, mérke’fing anid administration

*  The total square footage is 346,000, of which we occupy 272 ,000 square feet or approx1mate1y 79% of th1s facﬁlty,
74,000 square feet is. unoccupied basement space.

**  The total square footage is 61,000, of which we occupy 21,000 square feet, or approximately 34% of this facility. The
remaining square footage is subleased.

*** The total square footage is 63,000, of which we occupy 49,000 square feet, or approximately 78% of this facility. The
remaining square footage is subleased.

In general, all facilities are in good condition and are operating at an average capacity of approximately 80%.

ITEM 3. LEGAL PROCEEDINGS

On September 23, 2009, Richard Miner on behalf of himself and all similarly situated stockholders of Omniture, Inc.
filed a class action lawsuit captioned Miner v. Omniture, Inc., et. al., Case No. 090403559 (the “Miner Lawsuit”) against
Omniture, the members of Omniture’s board of directors (collectively, the “Omniture Defendants™) and Adobe in the United
States Fourth Judicial District Court for Utah County, Provo Department, State of Utah seeking to enjoin the proposed
acquisition between Omniture and Adobe. In the event the acquisition is consummated, the plaintiff seeks to recover an
unspecified amount of damages. The plaintiff alleges that the members of Omniture’s board of directors breached their
fiduciary duties to Omniture’s stockholders by failing to seek the highest possible price for Omniture and that Adobe induced
or aided and abetted in the alleged breach of such fiduciary duties. Also on September 23, 2009, Christopher R. Barrell filed
a substantially similar lawsuit to the Miner Lawsuit in the United States Fourth Judicial District Court for Utah County,
Provo Department, State of Utah, captioned Barrell v. Omniture, Inc. et. al., Case No. 090403560 (the “Barrell Lawsuit™).
The Barrell Lawsuit names the same defendants as the Miner Lawsuit, and also names Snowbird Acquisition Corporation as
an additional defendant. Subsequently, on September 24, 2009, the plaintiff in the Barrell Lawsuit filed an amended
complaint, which added allegations that the Schedule 14D-9 Solicitation/Recommendation Statement filed by Omniture on
September 24, 2009 contained inadequate disclosures and was materially misleading. On September 25, 2009, the Omniture
Defendants filed a motion requesting that the court consolidate the Barrell Lawsuit, Miner Lawsuit and a substantially similar
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lawsuit captioned Lodhia v. Omniture, Inc. et al., Case No. 090403499 (the “Lodhia Lawsuit”) in which the Omniture
Defendants, but not Adobe, were named. Additionally, on September 30, 2009, the plaintiff in the Lodhia Lawsuit filed a
‘response to defendants’ motion to consolidate, agreeing consolidation is appropriate, and also filed a motion seeking
appointment as lead plaintiff in the consolidated action. Omniture moved for an order consolidating all three lawsuits. The
plaintiffs in the three lawsuits filed a joint motion seeking prehmmary injunction barring the consummatron of the proposed
acquisition and requiring additional disclosures by Omniture in its Schedule 14D-9. At a hearing on October 20, 2009, the
court granted Omniture’s motion to consolidate the three cases and denied the plaintiffs’ motion for a preliminary injunction.
On December 30, 2009, the plaintiffs served the defendants with a consolidated amended complamt Adobe mtends to defend
the lawsuits vigorously. ., :

In connection with our anti—piracy efforts, conducted both internally and through organizations\ such as the Business
Software Alliance, from time to time we undertake litigation against alleged copyright infringers. Such lawsuits may lead to
counter-claims alleging improper use of lltlgatlon or violation of other local laws. We believe we have valid defenses with
respect to such counter-claims; however, it is possible that our consolidated financial position, cash flows or results of
operations could be affected in any particular period by the resolution of one or more of these counter-clalms

From time to time, Adobe is subJe‘ct to'legal proceedings, claims and investigations in the ordinary course of business,
including claims of alleged infringement of third-party patents and other intellectual property rights, commercial,
employment and other matters. In accordance with GAAP, Adobe makes a provision for a liability when it is both probable
that a liability has beenincurred and the amount of the loss can be reasonably estimated. These provisions are reviewed, at
least quarterly and adjusted to reflect the impacts of negotlatlons, settlements, rulings, advice of legal counsel and other
information and events pertaining to a particular case. L1t1gat10n is inherently unpredictable. However, we believe that we
have valid defenses with respect to the legal matters pending against Adobe. It is possible, nevertheless, that our consolidated
financial position, cash flows or results of operations could be negatively affected by an unfavorable resolution of one or
more of such proceedings, claims or investigations. RCREE I

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

‘ No matters were subm1tted to a vote of secunty holders during the quarter ended November 27 2009
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PARTII

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY RELATED STOCKHOLDER MATTERS AND '
ISSUER PURCHASES OF EQUITY SECURITIES ‘

Our common stock is traded on the NASDAQ Global Select Market under the symbol “ADBE ” Accordmg to the
records of our transfer agent, there were 1,709 holders of record of our common stock on January 15, 2010. Because many of
such shares are held by brokers and other institutions on behalf of stockholders, we are unable to estimate the total number of
stockholders represented by these record holders.: R

We did not declare or pay any cash dividends on our.common stock during fiscal 2009 or ﬁscal 2008 ‘Under the tenns
of our credit agreement and lease agreements, we are not prohlblted from paying cash dividends unless. payment would
trigger an event of default or one currently exists. We do not anticipate paymg any cash dividends in the foreseeable future.
The following table sets forth the high and low sales price per share of our common stock for the periods 1nd1cated

‘Price Range * -

High - Low .

Fiscal 2009: L v o ' oo
FirstQuarter. . ................. P AP $ 2429  $ -16.70
SECONd QUATTET . . ...t v vt etee et e e et e oS0 28180 8 15.98
TRIEA QUATLET . . . .+ e v e e e e e e e s s et e et e $ 3343 8 26.34
Fourth Quarter. .. :................. RTETE e PO $ 3690 $ 31.00
FASCAL YEAL. . . oo e et IR T 3690 $. 15.98

Fiscal 2008: .

FirSt QUATTEL. . . . oottt ettt ettt e et e e e i $ 44.62 $ 32.62
.Second Quarter ............ L P i e e S 4406 0 8. o 3079
_ Third Quarter. . ............. e ORI I i 8L 4589 8 13823
Fourth Quarter. ... .... R U T AP TSR 4314 .8 20.75
$ 20.75

Fiscal Year............. P 45.89
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Issuer Purchases of Equlty Securities

Consolzdated F znanczal Statements Jor mformatzon regardmg our stock repurchase programs

Below isa summary of stock repurchases for the quarter ended November 27, 2009 See Note 4 of our Notes to

Maxnmurn Number

‘ < Average - of Shares that May
SR Ty S ERERRIN + 2 - Shares ...~ Price Per Vet be Purchased
Plan/Period®” Repurchased® - Share . -Under the Plan
Stock Repurchase Program 1 . _ L
Beginning shares available to be repurchased as of August 28 2009 o S 131,855,184 @
August 29—September 25,2009 © © c S S "
Structured repurchases . . .. . . AR .. 1,842,160 '$ 3162
September 26-—October 23,2009 = ‘ A :
Structured repurchases . . ...ttt 1,770,3 14 $ 32.73
October 24—November 27, 2009
From employees™ .......... ... ... . ... ... ..., 10 $ 34.78
" Structured repurchases : .. ............oveiiiiiiiiai i, 1705926 $ - 33.88 co -
~“Adjustments to repurchase authority for net dilution. . ............ — 5,840,221 ©
" Total shares repurchased ....... il .l o.i.o. 53184100 - (5,318,410)
Endmg shares available to be repurchased under Program I as of o ‘ ' " -
November 27,2009, . .. ..ottt DU ' ' ' 132,376,995 ©

o

@

3

@

&)

©)

'L’In December 1997, our Board of Directors authorized Stock Repurchase Program I which is not subject to explratron
“However, this repurchase program is limited to covering net dilution from stock issuances and is subJect to busmess
_ conditions and cash ﬂow requirements as determined by our Board of Dlrectors from time to time.

All shares were purchased as part of publicly announced plans

Additional 109.0 million shares were issued for the acquisition of Macromedia which accounted for the majority of the
repurchase authorization.

The repurchases from employees represent shares cancelled when surrendered in lieu of cash payments for withholding
taxes due.

Adjustment of authority to reflect changes in the dilution from outstanding shares and options.

The remaining authorization for the ongoing stock repurchase program is determined by combining all stock issuances,
net of any cancelled, surrendered or exchanged shares less all stock repurchases under the ongoing plan, beginning in the
first quarter of fiscal 1998.
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Stock Performance Graph®
Five-Year Stockholder Return Comparison,

The line graph below compares the cumulatlve stockholder return on our common stock with the cumulatlve total return
of the Standard & Poor’s 500 Index (“S&P 500”) and the S&P 500 Software & Services Index for the five fiscal year periods
ending November 27, 2009. The stock prlce information shown on the graph below is not necessarily indicative of future
pnce performance

The following table and graph assume that $100.00 was invested on December 3, 2004 in our common stock, the S&P
500 Index and the S&P 500 Software & Services Index, with reinvestment of dividends. For each reported year, our reported
dates are the last trading dates of our fiscal year whlch ends on the Friday closest to November 30.

- c 2004 2005 2006 2007 2008 ' 2009
Adobe Systems - . ... ..o, $ 100.00 § 111.13° § 12505 § 13391 § 7360 § 11243
S&P500Index .................. $ 10000 $ 10816 $ 121.69 $ 13145 § 81.83 '§  '101.64

S&P 500 Soft_waré & Services Index. $ 100.00 § 102.94 ' § 10751 § 122,76 § 7042 $ "106.79

Comparison of Five Year Cumulative Total Return

 $150°

$50 1

2004 2005 2006 2007 2008 2009

——Adobe Systems —<0—S&P 500 Index —{C—S&P 500 Software & Services

®)  The material in this report is not deemed “filed” with the SEC and is not to be incorporated by reference into any of our
filings under the Securities Act of 1933 or the Securities Exchange Act of 1934, whether made before or after the date
hereof and irrespective of any general incorporation language in any such filings.
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ITEM 6. SELECTED FINANCIAL DATA

The following selected consolidated financial data (presented in thousands, except per share amounts and employee
data) is derived from our consolidated financial statements. This data should be read in conjunction with the consolidated
financial statements and notes thereto and with Item 7 Management s Dlscusszon and Analyszs of Financial Condttzon and

Resufts of Operatzons

Operations: - ; : :

.Revenue...'- ......
Gross profit ........... DR e e
Income before income taxes...........
Net income™: . . . . L e i e
Net income pe:r‘s‘hare(l) @

Cash dividends declared per common
share...‘....‘ ...................

Financial position:© e
Cash, cash equxvalents and short-term
investments ......................
Working capital. . .. .. P,
Totalassets ..................oo....
Long-termdebt .....................
Stockholders’ equity . ................

Additional data: - o
Worldwide employees ... ....... R

m

Fiscal Years

2009 2008 2007 2006 - 2005

S 2945853 § 3579889 § 3157881 § 2575300 § 1,966,321
$ 2,649,121 - $ 3217,259 $. 2,803,187 $ 2282843 § 1,853.743
$ 701,520 $ .1,078,508 §. 947,190 $ 679727 $ 765776
$ 386,508 $ 871,814 % 723,807 $ 505809 $ . 602,839
$. 0748 162 $ 124.8 08 $. . 123
$ 0.73 $ 159 $ 121 $ 0.83 $ 1.19
$ — 8 — — $  0.00625
$ 1904473 $ 2019202 $ 1993854 $ 2280,879 $ 1,700,834
$ 1629071 $ 1972504 $ 1720441 $ 2208688 $ 1528915
$ 7282237 $ 5821,598 $ 5713679 $ 5962548 '$ 2,440315
$ 1,000,000 $ 350,000 $ — 8 — —
$ 4890568 § 4410354 $ 4649982 $ 5,151,876 $ 1,865,164

8,660 7,544 6,794 6,068 4,285

In fiscal 2009, 2008, 2007 and 2006, net income and net income per share includes the impact of stock-based

compensation charges as well as the integration of Macromedia into our operations in fiscal 2006, neither of which
were present in fiscal year 2005. Fiscal 2009, also includes the integration of Omniture into our operations which was
not present in the prior years. See Notes 2 and 13 of our Notes to Consolidated Financial Statements Jor information
regarding our Omniture and Macromedia acquisitions and stock-based compensation, respectzvely

@

On March 16, 2605, our Board of Directors approved a two-for-one stock split, in the formof a stock dividend, of our

common stock payable on May 23, 2005 to stockholders of record as of May 2, 2005: Per share data, for all periods

presented, have been adjusted to give effect to this stock split. .

(&)
through 2009.

52

Information associated with our financial position is as of the Frlday closest to November 30 for the five fiscal periods



ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The followmg dtscusszon should be read in con]unctzon with our consolzdated financial statements and notes thereto

In addition to historical information, this Annual Report on Form 10-K contains forward- lookmg statements, znciudmg
statements regarding product plans, future growth and market opportunities which involve risks and uncertamtles that could
cause actual results to differ materially from these forward-looking statements. Factors that mlght cause or contribute to
such differences include, but are not limited to, those discussed in the section titled “Risk Factors” in Part 1, Item 14 of this
report. You should carefully review the risks described herein and in other documents we  file from time to time with the SEC,
including the Quarterly Reports on Form 10-Q to be filed in fiscal 2010. When used in this report, the words ‘expects,”

“could,” “would,” “may,” “anticipates,” “intends,” “plans,” “believes,” “seeks,” “targets,” “estimates,” “looks for,
“looks to” and similar expressions, as well as statements regarding our focus for the future, are generally intended to
identify forward-looking statements. You should not place undue reliance on these forward-looking statements, which speak
only as of the date of this Annual Report on Form 10-K. We undertake no obligation to publicly release any revisions to the
Jforward-looking statements or reflect events or circumstances after the date of this document. .- ;

EEY » e [ I 2

BUSINESS OVERVIEW

Founded in 1982 Adobe Systems Incorporated is-one of. the largest and most diversified software companies in the
world. We offer a line of creative, business, Web and mobile software and services used by creative professionals, knowledge
workers, consumers, OEMs, developers and -enterprises for creating, managing, delivering, optimizing and engaging with
compelling content and experiences ,across multiple operating systems, devices and media. We distribute our products
through a network of distributors, VARS, systems integrators, ISVs and OEMs, direct to-end-users and through our own
Website at www.adobe.com. We also license our technology to hardware manufacturers, software developers and service
providers, and we offer integrated software solutions to businesses of all sizes. We have operations in the Americas, Europe,
EMEA and Asia. Our software runs on personal computers with Microsoft Windows, Apple OS, Linux, UNIX and various
non—PC platforms, dependlng on the product

ACQUISITION OF OMNITURE

On October 23, 2009, we completed the acquisition of Omniture, an 1ndustry leader in Web analytics and onhne
business optimization based-in Orem, Utah, for approximately $1.8 billion. Accordingly; we have included the results of the
business operations acquired from Omniture in our consolidated results of operations beginning on October 24; 2009. We
expect the acquisition to have a significant impact on our consolidated -financial pos1t10n results of operations and cash
flows. We expect our revenues, cost of revenues and operating expenses to increase in the future, but we also anticipate both
revenue and cost saving synergres Coinciding with the integration of Omniture, we created a new reportable segment for
financial reporting purposes. See Note 2 of our Notes to Consolidated Financial Statements for Jurther znformatzon regarding
this acquisition.

e CRITICAL ACCOUNTING POLICIES AND ESTIMATES

In preparlng our consolidated financial statements in accordance with GAAP and pursuant to.the rules and regulatlons of
the SEC, we make assumptions, Judgments and estimates that affect the reported amounts of assets, liabilities, revenue and
expenses, and related disclosures of contingent assets and liabilities. We base our assumptions, judgments and estimates on
historical experience and various other factors that we ‘believe to be reasonable under the circumstances. Actual results could
differ materially from these estimates under different assumptions or conditions. On a regular basis, we evaluate our
assumptions, ‘judgments and estimates. We also ‘discuss our’ critical accountmg p011c1es and estlrnates w1th the Audit
Committee of the Board of D1rect0rs : o

We believe that the assurnptrons judgments. and estimates involved in the accounting for revenue: recognition,
stock-based compensation, business combinations, goodwill impairment and income taxes have the greatest potential impact
on our consolidated financial statements. These areas are key components of our results of operations and are based on
complex rules which require us to make judgments and estimates, so we consider these to be our critical accounting policies.
Historically, our assumptions, judgments and estimates relative to our critical accounting policies have not differed materially
from actual results.
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Revenue Recognition

We recognize revenue when all four revenue recognition criteria have been met: persuasive evidence of an arrangement
exists, we have delivered the product or performed the service, the fee is fixed or determinable and collection is probable.
Determining whether and when some of these criteria have been satisfied often involves assumptions and judgments that can
have a s1gn1ﬁcant impact on the timing and amount of revenue we report. For example, for multiple element arrangements,
we must: (1) determine whether and when each element has been delivered; (2) determine whether undelivered products or
services are essential to the functlonahty of the delivered products and services; (3) determine whether Vendor-spemﬁc
ob;ectlve evidence (“VSOE”) of fair value exists for each undelivered element and (4) allocate the total price among the
various elements we must deliver.. Changes in.assumptions or judgments or changes to the elements in a software
arrangement could cause a materral increase or decrease in the amount of revenue that we report in a particular period.

In-addition, ‘we must estimate certain royalty: revenue’ amounts die to the timing of securing information from' our
customers. While: we believe we''can make reliable estimates regarding these matters, these estimates are inherently
subjective. Accordingly, our assumptions and judgments regarding future products and services as well as our estimates of
royalty revenue could differ from actual events, thus materially impacting our financial position and results of operations.

Product revenue is recognized when the above criteria are met. We.reduce the revenue recognized for estimated future
returns, price protection and rebates at the time the related revenue is recorded. In determining our estimate for returns and in
accordance with our internal policy regarding global channel inventory which'is used to‘determine the level of product held
by our distributors on which we have recognized revenue, we rely upon historical data, the estimated amount of product
inventory .in our distribution channel, the rate.at which our product sells through to the end user, product plans and othér
factors. Our estimiated provisions for returns can vary from what actually occurs. Product returns may be more or less than
what was estimated: The -amount of inventory in the channel could be different than what is estimated. Our estimaté of the
rate of sell through for product in the channel could be different than what actually occurs. There could be a delay in the
release of our. products. These factors and‘unanticipated changes in the ¢conomic and'industry environmert could make our
return estimates differ from actual returns, thus materially impacting ‘our financial pos1t10n and results of operatrons

We offer price protection to our distributors that allows for the right to a credit if we permanently reduce the price of a
software product. When evaluating the adequacy of the price protection allowance, we analyze historical returns, current sell-
through of distributor and retailer inventory of our products, changes in customer demand and acceptance of our products and
other related factors. In addition, we monitor the volume of sales to.our channel partners and their inventories. Changes to
these assumptions or, in the economic environment could result-in higher returns or hlgher prlce .protection costs in
subsequent periods. : : : . ‘ ~ S

In the future, actual feturns and price protect1on may matenally exceed ‘our estimates as unsold products in the
d1str1but1on channels are exposed to raprd changes 'in consumer preferences, market conditions or technological obsolescence
due to new platforms, product updates or competing products. While we believe we can make reliable estimates regarding
these matters, these estimates are inherently subjective. Accordingly, if our estimates change, our returns and price protectlon
reserves would change, which would impact the total net revenue we report.

We recognize revenues for hosting .services that arebased on a committed fiumber of transactions, including
implementation and set-up fees, ratably beginning on the date the customer commences use of our services and continuing
through the end of the customer term. Over-usage fees, and fees billed based on the actual number of transactions from which
we capture data, are billed'in accordance with contract terms as these fees are incurred, We record amounts that have been
invoiced in accounts receivable and in deferred revenue or revenue dependlng on whether the revenue recogmtlon criteria
have been met.

Our consultmg revenue is primarily recognized using the proport1onate performance method and is rneasured monthly
based on input measures, such as on hours incurred to date compared to total estimated hours to complete, with consideration
given to output measures, such as contract milestones, when applicable. Accordingly, our estimates of consulting revenue
could differ from actual events and may materially.impact our financial position-and results of operations.:

Stock-based Compensatlon

Stock based compensatlon cost is measured at the grant date based on the fair value of the award and is.recognized as
expense-on a straight-line-basis over the requisite service period, which is generally the vesting period...
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We currently use the Black-Scholes ‘option pricing model to determine the fair value of stock options and employee
stock purchase plan shares. The"determination of the fair value of stock-based awards on: the date of grant using’ an option
pricing model is affected by our stock price as well ‘as assumptions regarding a number-of complex and subjective variables.
These variables include our expected stock price volatility over-the expected term of the awards, actual and prOJected
employee stock option exercise behaviors, the risk-free interest rate, estimated forfeitures and expected dividends."

We ‘estimate the expected term of options granted by calculating the average term from our historical stock option
exercise experience. We estimate the volatility of our common stock by using implied volatility in market traded options. Our
decision to use implied volatility was. based upon the availability of actively traded options on our common stock and our
assessment that implied volatility is more representative of future stock price trends than historical volatility. We base the
risk-free interest rate on zero-coupon yields rmphed from U.S. Treasury issues with remaining terms similar to the expected
term on the options. We do not anticipate paying any cash dividends in the foreseeable future and therefore use an expected
dividend yield of zero in the option pricing model.. We are required to estimate forfeitures at the time of grant and revise
those estimates in subsequent periods if actual forfeitures differ from those estimates. We use. historical data. to. estimate pre-
Vestmg option forfertures and record stock-based compensation expense only for those awards that are expected to vest:

T we use drfferent assumpt1ons for estimating stock- based compensatron expense in. future periods or if actual
forfeitures differ matenally from our estimated forfeitures, . the change in our stock- based compensat1on expense could
materially affect our operatmg income, net income and net income per share '

Busmess Combmatlons

We allocate the purchase price of acquired compames to the tang1ble and 1ntang1b1e assets acqurred and liabilities
assumed as well as to in-process research and development based upon their estimated fair values at the acquisition date. The
purchase price allocation process: requires ‘management to. make significant estimates and assurnptrons espe01ally at
acqursmon date with respect to 1ntang1ble assets and deferred revenue obhgatrons assumed. : :

Although we beheve the assumptions and estlmates wehave: made are reasonable they are. based in ‘part on hlstorrcal
experience and information obtained from the management of the acquired companies and are inhetently uncertain. Examples
of critical estimates in valuing certain of the intangible assets we have acqulred or may acquire in the future include but are
not 11rmted to:

' future expected cash ﬂows from software llcense sales, subscrrptrons support agreements consultlng contracts and

-acquired developed technologies and patents; , C

» expected costs to develop the in-process research and development into commerc1ally viable products and estlmated
cash flows from the projects when completed;

« the acquired company’s trade name and trademarks as well as assumptions about the period of time the acquired
£ trade name and trademarks will contmue to be used in the comblned company’ s product portfoho and

» discount rates.

In connection with the: purchase price allocations for our acquisitions, we estimate the fair value of the deferred revenue
obligations assumed. The estimated fair value of the support obligations is determined utilizing a cost build-up approach. The
cost build-up approach determines fair value by estlmatmg the costs related to fulfilling the obligations plus a normal profit
margin. The estlmated costs to fulfill the obhgatlons are based on the historical costs related to fulfilling the obhgatxons

Unanticipated events and cncumstances may occur which may affect the accuracy or vahdrty of such assumptrons
estlmates or actual results.

Goodwrll Impalrment

We complete our goodwﬂl 1mpa1rment test on an annual. basrs durmg the second quarter of our fiscal year or more
frequently, if changes in facts and circumstances indicate that an impairment in the value of goodwill recorded on our balance
sheet may exist. In order to estimate the fair value of goodwill, we typically estimate future revenue, consider market factors
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and estimate -our future cash flows. Based:-on these key ‘assumptions, judgments and estimates, we determine: whether we
need to record an impairment charge.to reduce the value of the assetcarried on our balance sheet to:its estimated:fair value.
Assumptions, judgments and estimates about future values are: complex -and often subjective., They. can. be affected by a
wvariety -of factors, including external factors such as industry: and-econiomic trends, and internal factors such as changes in our
business strategy .or our internal forecasts. Although we believe the assumptions, judgments and estimates we have made in
the past have been reasonable and appropr1ate different assumptrons Judgments and estrmates could materially affect our
reported ﬁnancral results; - '

. We completed.our annual 1mpa1rment test il a the second quarter of ﬁscal 2009 and determmed there was no impairment.
We currently believe that there is no significant risk of future material goodwﬂl nnpalrment in any of our reporting units.

Accountmg for Income Taxes

We: use the' asset and 11ab111ty method of accountmg for income taxes Under thrs method income tax expense is
recognized for the amount: of taxes payable or refundable for the current year. In addition, deferred tax assets-and liabilities
are recognized for the expected. future tax consequences  of temporary differences between the financial reporting and tax
bases of assets and liabilities, and for operating losses and tax credit carryforwards. Management must make assumptions,
_]udgments and estimates to determine our current provision for income taxes and also our deferred tax assets and liabilities
arid any valuation allowance to be recorded agamst a deferred tax asset

Our assumptions, judgments and estimates relative to the curr ent provrsron for income taxes take into account current
tax laws, our interpretation of current tax laws and possible outcomes of current and future audits conduéted by foreign and
domestic tax authorities.:We have established reserves:ifor income.taxes to address potential exposures involving tax
positions that could be challenged by tax authorities. In.addition, we are subject to the continual -examination of our-income
tax returns by the IRS and other.domestic and foreign tax authorities; including a current examination by the:IRS: for our
fiscal 2005, 2006 and 2007 tax returns. These examinations.are expected to.focus. on-our:intercompany transfer pricing
practices as well as other matters. Although we believe our assumptions, judgments and estimates are reasonable, changes in
tax laws or our interpretation of tax laws and the resolution of the current and any future tax aud1ts could significantly’ 1mpact
the amounts provided for income taxes in our consolidated financial statements.

" Our 4$sumptions, judgments and estimates réiitive to the value of &' deferred tax asset take Tito account predictions of
the amount and category of future taxable income, such as income from operations or capital gains income. Actual operating
results and the underlying amount and category of income in future years could render our current assumptions, judgments
and estimates of recoverable net deferred taxes:inaccurate. Any of the assumptions, judgments and estimates mentioned
above could cause our actual income tax obligations to differ from our estimates, thus materially impacting our financial
position and results of operations.

RESULTS OF OPERATIONS
Overview of 2009

‘Effective in the first quarter of ﬁscal 2009 our former Mobile and Devrees Solutlons segment ~which was. mtegrated
into our Platform business unit to better align our engineering and marketing efforts, is now reported as part of the Platform
segment. Prior year information has been updated to reflect the integration of these business units.

During fiscal 2009, our business was broadly impacted by the global economic recession and generally weak macro-
economic environment. This resulted in a significant year-over-year decline in our revenue and earnmgs results.

" In our Creative Solutions segment reveniie decreased by 18% during fiscal 2009 as compared to fiscal 2008. We
attribute this decline to reduced adoptlon of our CS4 family of products durlng the year, as the global financial crisis
significantly affected demand in the’ creative professional end user market. All major creative product catégories declined on
a year-over-year basis.

Our Business Productivity Solutions business declined 19% in fiscal 2009 when compared to fiscal 2008. A.decline in
demand primarily due to the macro-economic environment with our Acrobat product family — which makes up the majority
of revenue in our Knowledge Worker segment — was the primary factor for this decline. In our Enterprise business, our
LiveCycle revenue declined 7% when compared to revenue achieved in fiscal 2008. We attribute this smaller percentage
decline in comparison to our other segments to focused executron by our sales teams and the large market opportumtles these
product solutrons address , ' v ‘

i
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In our Platform segment, revenue declined 22% on a year-over-year basis primarily due to the impact of the. OSP. The
removal of license fees associated with our Flash technologies on mobile devices commenced in fiscal 2009, and as such,
OEM revenue from device manufacturers began to decline from rates of revenue we achieved in fiscal 2008. We continue to
expect this decline to be offset over time by an increased demand for ‘tooling products, server technolog1es services and
applications in many of our other business segments. :

In our Print and Publlshmg segment revenue was also 1mpacted by the global macroeconomic env1ronment resultmg in
a 16% year-over-year decline.

+ The Omniture business appeared to stabilize during the fourth quarter with the 1mprovement in the general economy, as
indicated by an increase in the transaction volume on our network. In'addition, customer retention rates began stabilizing and
we experienced an increase in the number of subscription services provided to our existing customers. L

Revenue (dollars in millions)

Fiscal % Change Fiscal % Change Fiscal
2009 2009 to 2008 2008 2008 to 2007 2007
Product............: T .8 27594 (9% $ 33965 12% $ 30195
Percentage of total revenue. . ............. 94% ' 95% : 96%
Servicesand support...................... 186.5 2% 183.4 33% 138.4
Percentage of total revenue. . ............. 6% 5% o 4%
Totalrevenue................ oot $ 29459 (18)%. -$ '3,579.9 13% - $ 3,157.9

- In fiscal 2009, we categorized our products: into the. following segments: Creat1ve Solutions; Knowledge Worker
Enterprise, Platform, Print and Publishing and Omniture products. ' S ‘

Our Creatwe Solutions segment focuses on dehvenng a complete professxonal l1ne of 1ntegrated tools for a full range of
creative and developer tasks to an extended set of customers. Qur. Knowledge Worker segment focuses on the needs of
knowledge worker customers, providing essential applications and services to help them reliably share information and
collaborate effectively. This segment contains revenue: generated by the: Adobe: Acrobat family of products. Our Enterprise
segment provides server-based enterprise interaction solutions that automate people-centric processes and contains revenue
generated by our LiveCycle line of products. The Platform segment provides developer solutions and technolog1es, including
Adobe Flash Player, Adobe AIR and Flash Builder which are used te build rich application experiences in ‘addition to
solutions that create compelling experiences through rich content, user interfaces and data services on mobile and non-PC
devices such as cellular phones, consumer devices and Internet connected hand held devices. The Print and Publishing
segment addresses market opportunities ranging from the diverse pubhshmg nieéds of téchnical and business publishing, to
our legacy-type and-OEM printing busmesses Finally, our -Omniture.- segment prov1des Web analytlcs and online: business
optimization products and services. : : : N -~

We will adjust our reporting segments at the beginning of fiscal 2010 to reflect changes in how we manage our busmess
as-we enter the new fiscal year. Specifically, we are:movifig- respons1b1l1ty for our Adobe Connect Pro product line from our
Knowledge Worker segment to our Enterprise segment. : ! ;

Our services and support revenue is composed of consulting, training and maintenance and support, primarily related to
the licensing of our enterprise, developer and platform products. Our support revenue also includes technical support and
developer support to partners and developer organizations related to our desktop products. Our maintenance and support
offerings which entitle customers to receive product upgrades and enhancements or technical support, depending on the
offering, are recognized ratably over the term of the arrangement.

57



Segment Informatzon (dollars in millions)..

" Fiséal " % Change Fiscal “* % 'Change Fiscal
S e : L2009 2009 to 2008 - 2008 . 2008 02007 " 112007
Creative Solutions .. . ... ..o i vu. .. -8 - 1,702:1 (8% . $ 2,072.8 9% & % 1,899.0
Percentage of total revenue. .. ...... 58% 58% .. S 60%-
Knowledge Worker................. , 623.0 (23)% 810.9 11% . . 7285
Percentage of total revenue. ... ... .. o 21% -~ 23% L , 23%
Enterprise. . ........cooviin... 2355 (1% 253.0 32% 191.3
Percentage of total revenue. . ....... e 8% AR o T% - 6%
Platform.......... ... oo, +181.0 22)% 2316 - .74% - - 1334
Percentage of total revenue. . . ... ... c 6% : 6% ' - 4%
Print and Publishing ................ 178.0 (16)% 211.6 3% 205.7
Percentage of total revenue. ........ 6% 6% AR o i T%
Omniture . ........oovvevennnnnen.. 263 . % e —% —
Percentage of total revenue ......... L 1% S —% —%
Totalrevenue..................:. $. 29459 C(18% $  3,579.9 13% $ . 3,1579

*  Percentage is not meaningful.

Fiscal 2009 Revenue Compared to F isc;il 2008 Revénue

Revenue from our Creative Solutions segment.decreased $370.7 miltion during fiscal 2009 as compared to fiscal 2008
primarily due to reduced adoption of our CS family of products because of the global recession and generally weak macro-
economic environment. The decrease was driven largely by a 15% decline in Creative Suites related revenue and a decline of
27% in Photoshop point product revenue. Also contributing to the decrease was an overall decline in the number of units
hcensed Average unit selling prices have remalned relatively consistent.

. Revenue in our Knowledge Worker segment decreased $187.9 mllhon dunng ﬁscal 2009 as compared to ﬁscal 2008 for
similar reasons as Creative Solutions in addition to.a decrease in the licensing of our Acrobat family of products: We attribute
the decline in revenue to.lower volume licensing by our enterprise customers, as well as a decrease in the number.of units
sold through our shrink-wrap distribution channel. Average unit selling prices have remained relatively consistent.

Revenue from our Enterprise’ segment decreased $17.5 mllhon durlng fiscal 2009 as compared to fiscal 2008 pnmarlly
due to the economic impact whrch resulted in reduced spendmg by our enterpnse customers.

Revenue from our Platform segment decreased by $50.6 million during fiscal 2009 as compared to ﬂscal 2008 due to
the impact of the OSP which we announced on May 1, 2008, and involves the removal of certain licensing fees of ‘our Flash
Lite client with OEMs.

~Revenue in our Print and Pubhshmg busmess decreased by:$33.6 mrlhon durmg ﬁscal 2009 as: compared to ﬁscal 2008
due to reduced demand because of the global macro-economic downturn. , :

- We acquired Omniture in the fourth quarter of fiscal 2009, and as such, there is no pnor fiscal 2008 penod with- Whrch
to compare Omniture fiscal 2009 revenue.- - s ‘

Fiscal 2008 Revenue Compared to Fiscal 2007 Revenue ‘

Revenue from our Creative Solutions segment increased $173.8 million during fiscal 2008 as compared to fiscal 2007
primarily due to ongoing adoption of our CS3 family of products, as well as the launch of our CS4 family of products in the
fourth quarter of fiscal 2008. We also achieved solid growth in our Scene7 business and with our hobbyist products. The
increase was also driven by a 7% increase in Creative Suites related revenue and an increase of 5% in Photoshop point
product revenue. Also contributing to the increase in fiscal 2008 as compared to fiscal 2007 was an increase in certain unit
average selling prices. Units sold remained relatively stable.

Revenue in our Knowledge Worker segment increased $82.4 million during fiscal 2008 as compared to fiscal 2007
primarily due to an increase in the licensing of our Acrobat 8 and new Acrobat 9 family of products. An increase in the
number of units sold as well as a slight increase in certain unit average selling prices also contributed to higher revenue as
compared to fiscal 2007.
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Revenue from our Enterprise segment increased $61.7 million during fiscal 2008 as-compared 'to fiscal 2007 primarily
due to an increased adoption of our LiveCycle farnrly of products and a larger number of enterprise solution transactions at a
hrgher average transactron size. : :

Revenue from our Platform segment increased by $98.2 mllllon during fiscal 2008 as compared to fiscal 2007 due to
continued adoption of Flash Lite by mobile and non-PC device manufacturers as well as increased revenue related to Flash
Player and the launch of Adobe AIR which resulted in increased revenue from our developer tools.

Revenue in our Print and Publishing business increased by $5.9 mllllan during fiscal 2008 as compared to fiscal 2007,
driven by ongoing adoption of our eLearning solutions as well as some of our legacy print and publishing products.

Geographic Information (dollars in millions)

. . Fiscal % Change’ " Fiscal o KA Change o Fiscal
B : R S 2009 - - 72009 to2008 - - 2008 -7 2008 to 2007 2007
AMEricas ..o, $ 13826 15% $ 1,632.8 8% § 1,508.9
Percentage of total revenue. . ....... 46% 46% 48%
EMEA ... ... 928.9 24)% ©1,229.2 o 0 20% - 1,026.4
Percentage of total revenue. .. ...... 32% 34% 32%
Asia.. ... AP 634.4 (12)% 717.9 15% 622.6
Percentage of total revenue. . ....... . 22% ’ - 20% o - : - 20%
Totalrevenue. ................... $ 29459 (18)% $ 35799 - 13%  $  3,157.9

Fiscal 2009 Revenue by Geography Compared to F iscal 2008 Re\;enue by.Geography

Overall revenue in each of the geographic segments for fiscal 2009 decreased compared to fiscal 2008 primarily due to
the global economic recession, wh1ch resulted in reduced adoptlon of many of our major products

Included in the. overall decrease in revenue were 1mpacts assoc1ated with forelgn currency Revenue .in. EMEA
measured i in U.S. dollars decreased approximately $47.1 million,.due to the strength of the U.S. dollar agarnst the Euro, as
compared to fiscal 2008. Our currency hedging program is used to mltrgate a portion of the. forergn currency impact to
revenue. During fiscal 2009, our currency hedging program related to the Euro resulted in hedgrng gains of $25.8 million.
Revenue in Asia measured in U.S. dollars was favorably. 1mpacted by approxrmately $32.8 million due to the strength of the
Yen against the U.S. .dollar as compared to ﬁscal 2008. During’ ﬁscal 2009, our currency ‘hedging program related to the Yen
resulted in- hedgrng gains of $1. 2. mrllron o : : _ o ‘ ‘

F zscal 2008 Revenue by Geography Compared to F zscal 2007 Revenue by Geography

Overall revenue in each of the geographic segments for fiscal 2008 increased compared to fiscal 2007 primarily due to
the ongoing adoption of our CS3 family of products during the first half of the year; the launch of our 'CS4 family of products
in the fourth quarter of the year; the launch of our Acrobat 9 famlly of products 1n the thrrd quarter of the year ‘and strong
growth in our enterprise business. '

Included in the overall increase in revenue were impacts associated with foreign currency. Revenue in EMEA measured
in U.S. dollars was favorably 1mpacted by approxrmately $69.3 million during fiscal 2008 as compared to fiscal 2007
primarily due to the strength of the Euro against the U.S. dollar. Additionally, durlng fiscal 2008 we had a hedging gain of
$13.2 million. Revenue in Asia was favorably impacted by approximately $39.6 million during fiscal 2008 as compared to
fiscal 2007 primarily due to the strength of the Yen against the U.S. dollar. o

See Item 74, Quantltatzve and Qualztaave Disclosures About Market Risk regardzng forezgn currency risks.

Product Backlog

wl

With regard to our product backlog, the actual amount of* backlog at any partlcular time may not be a meaningful
indicator of future business prospects. Backlog is:comprised of unfulfilled orders, excluding those associated with new
product releases, those pending credit review and those not shipped due to the application of our global inventory policy. Our
backlog for the fourth quarter of fiscal 2009 was approximately 9% of fourth quarter fiscal 2009 revenue compared with
approximately 2% of third quarter fiscal 2009 revenue.:We had minimal backlog at the end of the fourth quarter of fiscal
2008.
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Cost of Revenue (dollars in millions) g R ‘ v
' Fiscal "% Change Fiscal % Change "~ * Fiscal

2009 2009 to 2008 2008 2008:to 2007 2007
Product. .............ooien.. . 8T 289 T (4% $ 2664 Q% $ 2708
‘Percentage of total revenue. ............ " 8% . T % T %
Services and support . . . . . i 618 BO% 962 1% 839
Percentage of total revenue. ............ S 2% o 3% s 3%

“Total cost of revenue. . .. ... S e 8 2967 0 (18)% 08 236260 i 2% 0§ 3547

Product

Cost of product revenue includes product packaging, third-party royalties, excess and obsolete mventory, amortization
related to localization costs and acquired rlghts to use technology and the costs associated with the manufacturmg of our
products. ,

: Cost of product revenue decreased due to the following: _ : .
‘ - % Change © ' "% Change -

I . : : 2009 to 2008 2008 to 2007
Amortization of acquired rights to use technology................ T - (8)%,- 6%
Amortization of purchased 1ntang1bles ............ e ie e, (10). o (10)
Royaltycost.J ........................... (1) 3
HOStEd SEIVICES . o vttt ettt e e 9 3
Various individually insignificant items ... 5. ..., ... .. (R I P AT oy e (4

Total change ..........., e e e e e o (1D)% 2)%

- The decrease in amortization of acquired rights to use technology primarily relates to a charge for historical use of
licensing rights associated with certain technology licensing ‘arrangements entered int6 in fiscal 2008 that did not recur in
fiscal 2009. Amortization of acquired rights to use technology increased in fiscal 2008 as compared to fiscal 2007, primarily
due to'the fact that we entered into- certain technology licensing arrangements totaling’$100.4 million and $60.0 million
during fiscal 2008 and fiscal 2007, respectively. Of this cost, an estimated $56.4 million and $44.8 million during fiscal 2008
and fiséal 2007, respectively, was related to future hcensmg rlghlts and has been capltahzed and will be amortized on a
stralght-lme basis over the estimated useful lives up to fifteen years. Of the remaining costs, we estimated that approximately
$27.2 million and $15.2 million was related to historical use of licensing rights which ‘'was expensed as cost of sdles and the
residual of $16.8 million for fiscal 2008 was expensed as general and administrative costs. In connection w1th these hcensmg
arrangements, we have the ability to acqulre additional rlghts to use technology in the future -

Amortlzatlon of purchased mtanglbles decreased durlng ﬁscal 2009 as. compared to ﬁscal 2008 and decreased durmg
ﬁscal 2008 as,compared to fiscal 2007, due to a decrease in amortization primarily associated with mtanglble assets
purchased through the Macromedia acquisition which were fully amortized durmg fiscal 2009. -

‘The increase in hosted service costs was primarily related to the amortrzatlon of ‘our 1nvestment in capltahzed
1nfrastructure costs related to our SaaS busmess m’ ﬁscal 2009 as compared to flscal 2008

Services and Support

Cost of services and support revenue is primarily compnsed of employee-related costs and assocmted costs incurred to
provide consulting services, training and product support. :

Cost of services and support revenue decreased during fiscal 2009 as compared to fiscal 2008, due to decreases in
compensation and related benefits driven by headcount reductions as well as increased consulting support prov1ded by third-
party systems integrators resultmg 1in the downsmng of our consultmg orgamzatlon :

Cost of services and support revenue mcreased durmg ﬁscal 2()08 as compared to ﬁscal 2007 pnmanly due to increases

in compensation and related benefits driven by increases in headcount related to product support and utilization by customers
of our consulting services.
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Operating Expenses (dollars in millions)
Research and Development, Sales and Marketing and General and Administrative Expenses

" The decrease in research and development, sales and marketing and general and administrative expenses in fiscal 2009
was primarily driven by decreases in compensation expense and a decrease in the costs associated with acquired rights to use
technology. The decrease in compensation costs durmg fiscal 2009 as compared to fiscal 2008 was primarily due to lower
profit sharmg and employee bonuses based on company performance. The increase in compensatlon costs during fiscal 2008
as compared to fiscal 2007 related to increases in headcount and stock-based compensat1on offset by decreases in profit
sharing and employee bonuses based on company performance.

Research and Development

Fiscal % Change Fiscal - . % Change . Fiscal
2009 2009 to 2008 2008 2008 to 2007 2007
Expenses-...............: S i e $ 565.1 15% $ 662.1 8% § 613.2

Percentage oftotalrevenue...';.; ...... 19% S 18% ‘ ) 19%

Research and development expenses consist primarily of salary and benefit expenses for software developers, contracted
development efforts, related facilities costs and expenses associated with computer equipment used in software development.

Research and development expenses decreased due to the following: _ o -
% Change . ... % Change

2009 to 2008 o, 2008 to 2007
Compensation and related benefits associated with headcount growth........... 1% I
Compensation associated w1th incentive compensatron and stock based S ‘ ) .
comnpensation. . . . . .« was. - P L ' 13) B
Various 1nd1v1dually msrgmﬁcant IS L vttt it e e 3) 1
Total change R A e el PRSI IEEUS R - (15)% : o 8%

We belreve that 1nvestments 1n research and development 1ncludmg the recrmtmg and hrnng of software developers are

cihw

enhanced products We will continue to focus on long-term opportumtles avallable 1n our ‘end markets and make 51gn1ﬁcant
1nvestments in the development of our desktop apphcatlon and server-based software products

Sales qna’ Marketmg : : , .
ol Fiscal % Change ' " ‘Fiseal -~ %Change Fiscal
: P : : ~ 2009 : 2009 to 2008 . 412008 1 0. 2008te 2007 - . 2007 .
Expenses .................. e $ 981.9 (10)%::;.. 1,089.3 o 1% -8 984.4

Percentage of total revenue. .......... 33% 30% 31%

, Sales and marketmg expenses consrst prlmarrly of salary and beneﬁt expenses,, sales comm1sslons travel expenses and
related facilities costs:for our sales, marketing, order management and: global supply.chain management personnel. Sales and
marketing expenses also include the costs of programs aimed at increasing revenue, such as advertising, trade shows, public
relations and other market development programs.

Sales and marketing expenses decreased due to the following:

% Change % Change
R ERE : : L 2009 to 2008 2008 to 2007
Compensation and related benefits associated with headcount growth............ 2% - 5%
Compensation associated with incentive compensation and stock-based ' CoT
COMPENSALION. . . . o\ vt ettt et e et e e e e et e et et e et ete e reaaeans (8 1
Marketing spending related to product launches and overall marketing efforts to ,
further INCTEASE TEVEIME . . . .\ttt t ettt e et e e e te e eeeenneenanneen @y 4
Various individually insignificantitems ............... .. ... o o il 3 : 1
Totalchange ............oo i i (10)% 11%
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General and Administrative

Fiscal . . .. %, Change Fiscal . .. % Change . Fiscal.. - .-
2009 ' 2009 to 2008 2008 2008 to 2007 2007
EXpenses . ...ieoovict in.., e $. 22987 (AN %- 8 033783 o 0 23%: 0§ 275.0
- Percentage of total revenue. . .......... . 10%: : e % e o %

- General and adm1mstrat1ve ‘éxpenses consist pr1ma,r1ly of compensa’ﬂon ‘and beneﬁt expenses travel expenses and
related facilities costs for our ﬁnance facilities, human resources, legal information services. and’ executive personnel
General and administrative expenses "also’ include outside legal and " accounting fees, provision for bad debts, expenses
associated with computer equipment and software used in the administration of the business, charitable contributions and
various forms of insurance.

General and administrative expenses decreased due to the following:

% Change % Change

- 2009t02008 2008 to 2007

Allocation of costs associated with acquired rights to use technology .......... ‘ 5% S 6%
Compensation and related benefits associated with headcount growth. . ........ 2 4

Compensation associated with-incentive compensatlon and stock—based TR I U I B

compensation. . 4.\ . .. vuils v e e e e T e B e e e S e e PERINEY ) RRE 2
Charitable contributions . ...........coviiiin ... T k 3) 4
Professional and consulting fees .................. AR N ' a g 2
Provision forbad debt. .. .o b oo — 2
Depreciation and amOrtization . .. .. .........c..eeerrerernneenn. e 1 1
Various individually insignificant items .............. R S 1 2

Total Change . .........ovvinererernrneienannnnnn e N ¢ 1)% ) 23%

The decrease in allocation of costs associated with acquired rights to use technology in ﬁscal 2009 as compared to ﬁscal
2008 pnmanly relates to ‘the historical use of l1cens1ng rights associated with certain technology licensing arrangements
entered into in fiscal 2008 that did not recur in fiscal 2009. Allocation of costs associated with acqulred rights to use
technology increased in fiscal 2008 as compared to fiscal 2007 prxmanly due to the fact ‘that we entered into certain
technology licensing arrangements totaling $100.4 million and $60.0 million during fiscal 2008 and fiscal 2007, respect1ve1y
Of this cost, an estimated $56.4 million and $44.8 mllhon during fiscal 2008 and fiscal 2007 respectwely, was related to
future licensing rights and has been capitalized and will be amortized on a straight-line basis over the estimated useful lives
up to fifteen years. Of the remaining costs, we estimated that approximately $27.2 million and $15.2 million during: fiscal
2008 and fiscal 2007, respectively, was related to historical use of licensing rights which was expensed as cost of sales and
the residual of $16.8 million for fiscal. 2008 was expensed as general and administrative costs. In connection with these
licensing arrangements, we have the ability to acquire additional nghts to use technology in the future

Charitable contributions represent funding of the Adobe Foundation which is a pr1vate foundatlon created to leverage
human, technological and financial resources to drive social change and improve the communities in which we live and work.
The ‘decredse .in - charitable . contributions- during: fiscal 2009 as. comipared to fiscal 2008: and: increase in- ﬁscal 2008 as
compared to fiscal 2007 reflects a change in the timing of contributions to the Adobe Foundat1on : -

Restructuring Charges

Fiscal % Change Fiscal % Change Fiscal

= . R 2009 2009 to 2008 2008 2008 to 2007 2007
EXpenses ... ........ e $ 413 . 29% . § 32.1 %% 8 06
Percentage of total revenue. ........... o 1%, o 1% o *%

*  Percentage is not meaningful.
Fiscal 2009 Restructurmg ‘Charges
On November lO 2009 we initiated a restructurmg plan to appropnately align our costs in connection w1th our fiscal

2010 operating plan impacting up to approximately 630 full-time positions worldwide. In connection with this restructuring
plan, in the fourth quarter of fiscal 2009, we recorded restructuring charges of approximately $25.5 million related to ongoing
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termination: benefits for the elimination of approximately 340 of these full-time positions worldwide. As of November 27,
2009, approximately $2.5 million was paid. The remaining accrual associated with these ongoing termination benefits is
expected: to: be paid. during fiscal 2010. The restructuring activities related to this program affect only those employees and
facilities that were associated with Adobe pnor to the acqu1s1tron of. Ommture on: October 23 2009 R :

Beginning in the first quarter of ﬁscal 2010 we expect to record addrtlonal restructurlng charges of approx1mately $15
million to $18 million primarily related to the consolidation of leased facilities and up to approximately $26 million related to
employee severance arrangements for the elimination of the remaining full-time positions worldwide. We expect to accrue
the facility related liabilities beginning in the first quarter of fiscal 2010 and pay these liabilities through fiscal 2021 based on -
current lease terms. Substantrally all of these charges will result in cash expenditures.

Ommture Restructurmg Charges -

We completed our acquisition of Omn1ture on October 23,2009. In the fourth quarter of ﬁscal 2009; we initiated a plan
to restructure the pre-merger operations of Omniture to eliminate certain duplicative activities, focus our resources on future
growth opportunities: and -réduce our cost structure: In connection with this' restructuring. plan; we accrued :a: total of
approximately. $10.6 million in costs related to termination benefits for' the elimination of approximately 100 regular
positions-and for:the :closure ‘of: duplicative facilities.: We'also accrued approximately '$0.2 million in costs related to. the
cancellation of certain contracts associated with the wind-down of subsidiaries and other service contracts held by Omniture:
These. costs were recorded as a part of the purchase price allocation, as discussed in Note. 2 of our Notes to Consolidated
Financial Statements, and have been accrued for as of November 27, 2009.- We expect to.-pay the termination benefits and
facrhty related l1ab111t1es through ﬁscal 2010 and fiscal 2013, respectlvely

Additionally, approx1mately $l 5 million:‘of restructurlng costs’ related to fac111t1es ‘were mcluded in the liabilities
assumed by us upon our acquisition of Omniture on October 23, 2009.

Fiscal 2008 Restructuring Charges .o = 0. wov o 0

In the fourth quarter of fiscal 2008, we initiated a restructuring program, consrstmg of reductions in workforce of
approximately 560 full-time positions globally and the consolidation of facilities, in order to reduce our operatlng ‘costs and
focus our resources on key strategic priorities. In connection with this restructuring program, we recorded restructuring
charges totaling $29. 2 mrllron related to ongoing termination benefits for the ellmmatlon of approximately 460 of the 560.
full-t1me positions globally As of November 28, 2008, $0.4 million was paid.

During fiscal 2009, we contirtued to implement restructuring activities under th1s program. We Vacated approx1mate1y
89,000 square feet of research and development and sales facilities in the U.S., the United Kingdom and Canada. We accrued
$8.5 million for the fair value of our future contractual: obligations under these operating leases using our credit-adjusted risk-:
free interest rate, estimated at approximately 6% as of the date we ceased to use the leased properties: This amount is net of
the fair value of future estimated sublease income of approximately $4.4 million. We also recorded additional charges of $6.7
million for termination benefits for the elimination of substantially all of the remaining 100 full-time positions expected to be
terminated.

We have paid substantially all of the accrued termination benefits during fiscal 2009 and expect to pay the remammg
amounts in fiscal 2010. We expect to pay facilities-related liabilities through fiscal 2013. C : S

Macromedia Restructuring Charges o e s e

We completed our acquisition of Macromedra on December 3 2005 In connectlon w1th this acquls1t1on we 1n1t1ated
plans to restructure both the pre-merger operations of Adobe and Macromed1a to eliminate certain duplicative activities,
focus. our resources on future 'growth opportunities and réduce oir.cost structure. In connection with the worldwide
restructuring plan, we recognized costs related to termination:benefits: for employee positions that were eliminated and for the
closure of duplicative facilities. We also recognized costs related to the cancellation of certain contracts associated with the
wind-down of subsidiaries and other service contracts held by Macromedia. Costs for termination benefits and contract
cancellatrons were completed durmg ﬁscal 2007. Total costs incurted were $27. O mllhon and $3 2 mrllron respectrvely
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- As-of November 27, 2009; accrued restructuring charges related to-the 2009 restructuring program, 2008 restructuring
program, Omniture acquisition, and Macromedia -acquisition totaled: approximately $23.0 million, $4.4 million; $12.3
million, -and  $5.0. million. respectively. We expect.to pay the liabilities associated with the:2009 and 2008 restructuring
programs through fiscal 2021 ard 2013, respectively. We expect to. pay the restructuring. liabilities associated. with the
Ommture and Macromedia acquisitions through fiscal 2013 and fiscal 2012, respectlvely

See Note 1 ] of our Notes to Consol'zdated F manczal Statements for further mformatzon regardmg our restructurmg
charges v .

S
Amortlzatzon of Purchased Intanglbles and Incomplete T echnology L L . T,
Fiscal % Change Fiscal % Change Fiscal

2009 2009 to 2008 2008 v2’008~t0 2007 i 2007 _
EXPENSES .o vviveeaeiteinenann. $ 71.6 5% $ 682 (6% $ 724

Percentage oftotal TEVENUEC. . v o vovii i i L 2% SREEENC R 2% S R T 2%

: As a result Qf our; acqursmon of Ommture in ﬁscal 2009 we acqu;red purchased 1ntang1b1es Wthh are. amortlzed over
their estimated useful lives of one to twelve years. In addition, as a result of our acquisition of Mactomedia in fiscal 2006, we
acquired-purchased intangibles which are amortized over their estimated useful lives of two to four years. During fiscal 2009,
we . completed.‘one : business combination, . in .addition to Omniture. During  fiscal 2008 we ‘completed ‘one business
combinationand during fiscal. 2007, we completed two business combinations and one asset acquisition. We acqurred
purchased intangibles through these acquisitions which are amortized over their estimated useful lives.

Amortization expense increased during fiscal 2009 as compared to fiscal 2008 prrmarlly due to amortrzatron expense
associated with-intangibles assets purchased through the acquisition of Omniture. RN PRI BRSO

Amortization expense decreased during fiscal 2008 as compared to fiscal’ 2007 dué to a decrease in amornzatron
expense associated with intangible assets purchased through the Macromedia acquisition. :

Non-Operatmg Income (Expense) (dollars m mllllons) o ‘ L T
Flscal . % Ch‘angee .-+ .Fiscal _ %Change .. - -Fiscal .

Co T e 2009 200902008 2008 2008t0 2007 2007
Interest and other income, net....... ... § 314 0 28%'S 43, 8 @Y% $ 827 .
Percentage of total revenue............ S 1% AR 1% ' 3%
Interest expense . S B34 o i 66% o (100 e * = (0.2)
Percentage oftotal revenue. T I N S R B S E
Investment gains (losses), net . FEUANBIERES (17.0) Q% o 164 o 131% - o T
<Percentage of total revenue..;i...;.». SO S ()% T T s R T e
 Total non-operating iricome (expense),net $ * 11.0 - - (78)%°$ - 502 A% S 896

* Percentage is not meaningful.
Interest and Other Income, Net

Interest and other income, net, consists primarily of interest earned on cash, cash equivalents and-short-term fixed
income investments. Interest and other income, net also includes foreign exchange gams and losses 1nc1udmg those from
hed’gmg revenue transactlons prlmarﬂy denomlnated 1n Euro and J apanese Yen currenmes

<0 .,Interest and other i income, net,. decreased durmg ﬁscal 2009 as compared to ﬁscal 2008 prrmarlly due to lower mterest
rates;, partially offset by 1ower average mvested ‘balances, realizéd gains on: sales of ﬁxed income securltles and lower foreign
exchange losses. T : e coand e

Interest and other 1ncome net, decreased durmg ﬁscal 2008 as compared to ﬁscal 2007 pnmanly as a result of lower
average invested balances due to cash used for our share repurchase programs, lower interest rates and increased hedging
costs. Additionally, during fiscal 2008, interest and other income, net included losses on fixed income investments associated
with a write-down for an other-than-temporary impairment totaling approximately $1.3 million during the second quarter of
fiscal 2008.
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Interest Expense

Interest expense for fiscal 2009 and 2008, primarily represents interest associated with our credit facility. The
outstanding balance as of November 27, 2009 was $1.0 billion. Intérest due under the credit facility is paid upon expiration of
the London interbank offered rate (“LIBOR™) contract or at a minimum, quarterly. The decline in interest expense was
prlmarﬂy due to lower 1nterest rates.

Investment Gains (Losses) Net

Investment gains (losses), net, consists principally of realized gams or losses from the sale of marketable equity
investments, other-than-temporary declines in the value of marketable and non-marketable equity securities, unrealized
holding gains and losses associated with our deferred compensation plan assets (classified as trading securities), and gains
and losses of Adobe Ventures

Investment gams and (losses), net fluctuated due to the followmg (in millions):

2009° - 2008 2007

Net gains (losses) related to our investments in Adobe Ventures o
and cost method investments . .............. .. ... .. ... $ @67 $ 159 .8 69
Gains from sale of equity investments. .......... — 5.4 0.2
Write-downs due to other-than—temporary declines i in value of our e , \ :
marketable equity securities.. . . .. i o (03) - (49) —
_Total investment gains (losses), net. . .. .. e e e s $ (17.0). . $ 164 $ 71

During fiscal 2009, investment gains (losses), net decreased as compared to ﬁscal 2008 pr1mar11y due to net unreahzed
losses related to our Adobe Ventures and direct investments.

'Dunng ﬁscal ‘2008,v1nvestment gains (losseS), net-mcreas.ed as compared to fiscal 2007 due primarily to investment
gains from our direct and Adobe Ventures investments.: Additionally, during fiscal 2008, we received cash and recognized a
gain resulting from the expiration of the escrow period related to the sale of our investment in Atom Entertalnment Inc that
occurred during the fourth quarter of fiscal 2006. o ¥ :

Prov1s10n for Income Taxes (dollars in millions) .
o ’ ' : N Fiscal * "% Change Fiscal ‘% Change - Fiscal

£ N P L T 2009 72009 to 2008 2008 2008 to 2007 ‘ - 2007 -
Provrs1on R R O S ol 8 3150 : 52% +'$ 206.7. . - (% $- 2234
" Percentage-of total revenue. . . ... . . . Looa i 1% S W e 6% 7%

Effectivetaxrate. .. ... .ivuuoun i o0 27 45% 2L o G "19%' o Co 24%

. Our effective tax rate increased approximately twenty-six percentage pomts durmg ﬁscal 2009 as compared to ﬁscal
2008. The increase was pr1mar11y due to a one-time charge that was related to our acquisition of Omniture. The. charge was
the tax cost of 1nter-company transactions necessary to license certain ‘Omniture assets to Adobe’s tradmg companles so that
Ommture s serv1ces can be offered to customers from Adobe compames

Our effectlve tax rate decreased approx1mately five percentage p01nts during ﬁscal 2008 as compared to fiscal 2007. The
decrease was primarily related to the completion in the third’ quarter of fiscal 2008 of a U.S. income tax examination covering
our fiscal years 2001 through 2004, a refund of foreign taxes from our fiscal years 2000 through 2002 following a foreign tax
court:judgment-and stronger international profits for fiscal 2008 offset in part by an increase due.to-the tax benefit for the
reinstatement -of the.research and development credit relating te fiscal 2006 in the first quarter of fiscal 2007.
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LIQUIDITY AND CAPITAL RESOURCES

ThlS data, should be read in conjunctlon w1th the Consohdated .Statements of Cash Flows

Fiscal- .. Nt Fiscal

(in millibns) o ‘ ‘ . 2009 . 2008 . .
Cash, cash equivalents and short-term investments . .......................... $ 1,9045 $ 2,019.2
WOrTKIng Capital. . . ...ttt ettt e e $ .1,629.1 8 . 1,972.5
StocKhOIAers” ©QUILY . .« o\ v e ot vttt e ettt et e e e et e e $ 48906 $ 4,410.4
'Summary of our cash flows is as follows (in millions): . .

Fiscal Fiscal (. " Fiscal

2009 2008 2007
Net cash provided by operating activities . ....................... § 11177 § 1,280.7 $ 1,441.1
Net cash (used for) provided by investing activities................ T (1,497.) (304 © 815
Net cash provided by (used for) financing activities ............... 471.7 - (1,021.6) (1,350.4)
Effect of foreign currency exchange rates on cash and cash

equivalents. .. ... Wi - 147 s (144 LT

Net increase (decrease) in cash and cash equivalents. .............. $ . 1130 .$ . (60 0) $ - 173.9

Our primary source of cash is receipts from revenue. The primary uses of cash atre payroll related expenses;’ general
operating expenses including marketing, travel and office rent; and cost of product revenue: Another source ‘of cash is
proceeds from the exetcise of employee options and participation in the employee stock purchase plan (“ESPP”). Another use
of cash is our stock repurchase program, whlch is described below.

Cash flows from operating activities

Net cash provided by operating activities of $1.1 billion for fiscal 2009, was primarily comprised of net income plus the
net effect of non-cash expenses. The primary working capital sources:of:cash were:net income coupled with decreases in
trade receivables, prepaid.-expenses and other current assets and increases. in:income taxes’ payable. Trade receivables
decreased primarily. from CS4 revenue that was shipped. in the latter half of the fourth quarter. of fiscal 2008 and collected
during the first quarter of fiscal 2009, in addition to lower overall gross revenue and improved:collections.

The primary working capital uses of cash were decreases in accrued- expenses, defetred revenue;-trade payables and
accrued restructuring. Accrued expenses decreased primarily due to payments for employee bonuses and commissions related
to fiscal 2008. Decreases in deferred revenue related primarily to deferred revenue that was recognized in the first quarter of
fiscal 2009 associated with our fre¢ of charge upgrades for CS4 and Adobe Photoshop Lightroom products, as well as
declines in maintenance and support-orders. Accrued restructuring decreased primarily due to payments-related to the 2008
restructuring program that was initiated in the fourth quarter of fiscal 2008, offset in part by new charges related to our 2009
restructurlng program and acqulsrtron of Omniture.

" Net cash provided by operating activities of $1. 3 billion for fiscal 2008 was pnmanly compnsed of net i income plus the
net effect of non-cash expenses. The primary workrng capital sources of cash were increases in net income, deferred fevenue,
accrued restructuring and trade payables. Increases in deferred revenue related to maintenance and support and free of charge
upgrade plan purchases which offset in part, decreases in deferred revenue related to royalties. Accrued restructuring costs
increased due to the restructuring program initiated in the fourth quarter, of fiscal 2008 offset in part by payments of facility
costs during fiscal 2008 associated with the Macromedla acquisition. See Note 11 of our. Notes to Consolzdated Fmanczal
Statements for lnformatzon regardlng our restructurzng charges

The primary working capltal uses -of cash were increases in 1rade recelvables and prepald expenses and other current
assets coupled with-decreases .in income taxes payable and accrued expenses. Trade receivables increased -primarily-as a
result of high sales of our CS4 family of products at the end of fiscal 2008. Income taxes payable decreased primarily due to
payments made as the result of the completion of a U.S. income tax examination covering our fiscal years 2001 through
2004. Accrued expenses decreased primarily due to payments for employee bonuses and profit sharing offset in part by
increases in royalty accruals and charitable contributions.

Net cash provided by operating activities of $1.4 billion for fiscal 2007, was primarily comprised of net income, net of
non-cash related expenses.
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The primary working capital sources of cash for fiscal 2007 were increases in net income, accrued expenses, income
taxes payable, deferred revenue and trade payables coupled with decreases in trade receivables and prepaid expenses and
other current assets. Net changes in accrued expenses was primarily attributable to increases in accrued bonuses and accrued
localization costs related to the locahzatlon of our CS3 family of products during fiscal 2007. Income taxes payable increased
due to overall increased taxable income. Increases to deferred revenue related primarily to deferred maintenance and service
revenue due to strong upgrade plan sales in the ,fourth quarter of fiscal 2007 for our CS3 family of products and related
individual creative products. The decrease in trade receivables was due to collections in the first quarter of fiscal 2007 related
to high Acrobat 8 sales at the end of fiscal 2006 and strong collections during the third quarter of fiscal 2007 resulting from
shipments of our CS3 family of products.

The primary working capital use of cash in fiscal 2007 was a decrease in accrued restructuring costs which was
primarily due to payments for facility and severance costs for fiscal 2007.

Cash Sflows from znvestmg activities

Net cash used for investing act1v1t1es of $1. 5 b11110n for fiscal 2009, was pnmanly due to the acqulsltlon of Ommture
purchases of short-term investments and property and equipment, offset:in part by maturities and sales of short-term
investments. Purchases of long-term investments and otherassets during fiscal 2009 were less than fiscal 2008 primarily due
to $56.0 million paid in the third quarter of fiscal 2008 for future licensing rights acquired through certain technology
licensing arrangements which did not recur in fiscal 2009.

Net cash from investing act1v1t1es changed from cash provided for fiscal 2007 of $81.5 million to cash used in fiscal
2008 of $304.7 million primarily due to purchases of short-term investments offset in part by maturities and sales of short-
term investments. Other uses of cash during fiscal 2008 represented. purchases of property and equipment, long-term
investments and other assets and one business combination offset in part by proceeds from the sale of other investments in
equity securities. The uses associated with the purchase of long-term investments and other assets related primarily to cash
paid for future licensing rights acquired through certain technology llcensmg arrangements totaling $56 0 mllllon in fiscal
2008

The pnmary sources of cash from mvestment activities during fiscal 2007 were sales and maturities of short—term
investments offset in part by purchases of short-term investments. The proceeds from the sales of short-term investments
were primarily used for stock repurchases. Uses of cash during fiscal 2007 included purchases of property and equipment,
purchases of long-term. investments and other assets. which related primarily to the technology licensing: arrangements that
occurred during the second quarter of fiscal 2007, the completion of two business combinations and one asset acquisition in
fiscal 2007, and the purchase of a portion of the lease receivable totaling $80.4 million associated with our lease extension for
the Almaden tower lease. See Note 17 of our Notes to Consolidated Financial Statements for further information regarding
this lease extension.

Cash ﬂows from fi nancmg activities

Net cash from financing activities changed from cash used in fiscal 2008 of $1.0 billion to cash prov1ded for fiscal 2009
of $477.7 million, primarily due to additional borrowing under our credit agreement of $650.0 million and lower purchases of
treasury stock, offset in part by proceeds related to the issuance of treasury stock (See sectzons entitled “Stock Repurchase
Program I’ and ‘Stock Repurchase Program I " discussed below). o

Net cash used for financing activities decreased $328.8 million for a total of $1.0 billion in fiscal 2008 as compared to
fiscal 2007, primarily due to net borrowings under our credit agreement of $350.0 million. Additionally, we had lower
purchases  of treasury stock when compared to the prior year (See sections: entitled “Stock Repurchase Program I” and
“Stock Repurchase Program II” discussed below), offset in part by lower proceeds related to the issuance of treasury stock. .

“We expect to continue our investing zi'ctiviti'es including short-term and long-term investments, venture capital, facilities
expansion and purchases of computer systems for research and development, sales and marketing, product support and
administrative staff. Furthermore, cash reserves may be used to repurchase stock under our stock repurchase programs and
strategically acquire software companies, products or technologies that are complementary to our business. The Board of
Directors has approved a facilities expansron for our operations in India, which' may include the purchase of land and
buildings. .
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Acqulsmon of Omniture

On October 23, 2009 We completed the acqulsltlon of Ommture an mdustry leader in Web analyt1cs and online
busmess optrmrzahon based i in Orem, Utah for approximately $1.8 billion. Under the terms of the. agreement we completed
our tender offer to acquire all of the outstandmg shares of Omniture common stock ata price of $21.50 per share _net to the
seller in cash, without interest. We expect to incur significant incremental costs such as direct costs related to the acquisition
and costs associated with restructurmg our operations. We believe that our existing. cash and cash equlvalents, short term
mvestments and cash generated from operations: will be sufﬁcrent to meet these cash outlays

Restructurmg

On November lO 2009 we mmated a restructurmg plan to approprlately ahgn our costs in connectron w1th our fiscal
2010 operatmg plan impacting up to approximately 630 full-time positions worldwide. In connection with this restructurmg
plan, in the fourth quarter of fiscal 2009, we recorded restructuring charges of approximately $25.5 million related to ongoing
termination benefits for the elimination of:approximately 340 of these full-time positions worldwide. As-of November 27,
2009, approximately $2.5 million was paid. The remaining accrual associated with these ongoing' termination benefits is
expected to be paid ‘during fiscal 2010. The restructuring ‘activities:related. to this program are only to those employees and
facilities that were associated with-Adobe prior to the.acquisitionof Omniture on October 23 2009

Beginning in the first quarter of fiscal. 2010, we expect to record approxrmately $15 mrlhon to $18 m1lhon pr1mar1ly
related to the consolidation of leased facilities and up’ to appr oximately $26 million related to employee severance
arrangements for the ellmmatlon of the remaining full-time pos1tlons worldwrde We expect to accrue the facrhty related
liabilities beginning' in the first quarter of fiscal 2010 and pay these liabilities through ﬁscal 2021 based on current lease
terms. Substantrally all of these charges will result in cash expendrtures ‘

We 'completedour acquisition of Omniture on October 23,2009. In the fourth quarter of fiscal 2009, we initiated a plan
to restructure the pre-merger operations of Omniture to eliminate certain duplicative activities, focus our resources on future
growth ‘opportunities and: rediice-our cost structure. In connection with™this restructuring' plan; we- accrued a total of
approximately $10.6 million in costs related to termination benefits for the elimination of approxrmately 100 regular
positions and for the closure of duplicative facilities. We also’ accrued approximately $0.2 million in costs related to the
cancellation of ¢ertain contracts associated with the wind-down of subsidiaries and other service contracts held by Omniture.
These costs-were recorded: as a part -of the purchase price allocation; as discussed in Note 2 of our Notes' to Consolidated
Financial Statements, and havé been accrued for as of November 27, 2009. We expect to pay the termlnatlon beneﬁts and
facility related liabilities throtigh fiscal 2010 and fiscal 2013, respectively. :

Additionally, approximately $1.5 million of restructuring costs related to facilities were mcluded 1n the 11ab1ht1es
assumed by us upon acquisition of Omniture on October 23, 2009. = :

‘ In the fourth quarter of ﬁscal 2008 we 1mt1ated a restructurmg program cons1st1ng of reductrons in workforce of
approxrmately 560 full-tnne positions globally and the consolidation of facﬂmes in order 1o reduce our operating costs and
focus our resources on key strategic priorities. In connection with this restructurmg program we recorded restructurmg
charges in the fourth quarter of fiscal 2008 totaling $29.2 million related to termination benefits for the elimination of
approxrmately 460 of the 560 full time positions globally.

During fiscal 2009; we continued to implement restructuring activities under thls program: We Vacated approximately
89,000 square feet of research and development and sales facilities in the U.S., the United Kingdom and Canada. We accrued
$8.5 million for the fair value of our future contractual obligations under these operating leases using our credit—adjusted risk-
free interest rate, estimated, at approximately 6% as of the date we ceased to use the leased properties. This amount is net of
the fair value of future estimated sublease income of approx1mately $4.4 mllhon We, also recorded charges of $6.7 million
for ongoing termination benefits for the elimination of substantlally all of the remammg 100 full-time positions expected to
be terminated. We have paid substantlally all of the accrued termination benefits during fiscal 2009 with. and expect to pay
the remaining arnounts 1n ﬁscal 2010 We expect to pay fac1ht1es-related llablhtles through fiscal 2013

We believe that our existing cash and cash equivalents, short-term investments and cash generated from operatlons will
be sufficient to meet the cash outlays for the restructuring changes described above.
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Other Liquidity and Capital Resources Considerations

Our ex1st1ng cash cash equrvalents and investment balances may further decline during ﬁscal 2010 in the event of a
further weakemng of the economy or changes in our planned cash outlay, including changes in incremental costs such as
direct and integration costs related to the acqulsrtlon Cash from operations could also be affected by various risks and
uncertainties, including, but not limited to the risks detailed in Part I, Item 1A titled “Risk Factors.” However, based on our
current business plan and revenue prospects, we believe that our existing balances and our anticipated .cash flows. from
operations will be sufficient to meet our working capital and operating resource expenditure requirements for the next twelve
months. At November 27, 2009, our existing credit facility is'$1.0 billion and we have borrowed: against the entire amount.
See Note 18 of our Notes to Consolidated Financial Statements for further information regarding our credit agreement.

We use professronal investment mahagement firms to manage a large portion of our invested cash. External investment
firms managed, on"4verage, 50% of our consolidated invested balances during the fourth quarter of fiscal 2009. Within the
U.S,, the portfoho is invested pr1mar11y in money market ﬁmds for working capital purposes Out31de of the U.S., our fixed
income portfolio is primarily invested in U.S. Treasury securities.

Stock Répurchase Program I

To fac1htate our stock repurchase program, designed to return value to our stockholders and minimize dilution from
stock issuances, we repurchase shares in the- open market and also enter- mto structured repurchases with thrrd-partres

Authorization- to repurchase shares :to cover on-gomg dilution is s not subject to expiration. However, this repurchase
program is limiféd to” covering net dilution from stock issuances and is subject to business conditions and cash flow
requ1rements as determined by our Board of Directors from time to time.

During ﬁscal 2009, 2008 and’ 2007 we entered into several structured repurchase agreements with. large financial
institutions, whereupon we provided the financial institutions with prepayments of $350.0 million, $525.0 million and $1.1
billion; respectively. We ‘entered into these agreements in ‘order to take advantage of repurchasmg shares- at a guaranteed
discount to the Volume Weighted Average Price (“VWA ”) of our common stock over a specified period of time. We only
enter into such transactions when the discount that we receive is higher than the foregone return on our cash prepayments to
the financial institutions. There were no explicit commissions or fees on these structured repurchases. Under the terms of the
agreements, there is no requlrement for the ﬁnanc1a1 institutions to return. any portion of the prepayment to us.

The financial institutions agree to deliver shares to us at monthly intervals during the contract term. The parameters used
to calculate the number of shares deliverable are: the total notional amount of the contract; the number of trading days in the
contract, the number of trading days in the interval, and the average VWAP of our stock during the interval less the agreed

upon discount. During fiscal 2009, we repurchased approximately 15.2 million shares at an average price per share of $27.89
through structured repurchase agreements entered into during fiscal 2008 and fiscal 2009. During fiscal 2008, we repurchased
22.4 million shares at an average price of $36.26 through structured repurchase agreements which included prepayments
from fiscal 2007. During fiscal 2007, we repurchased 22.0 million shares at an average price of $40.04 through structured
repurchase agreements which included: prepayments from fiscal 2006.

During ﬁscal 2008 we also repurchased 3.6 million shares at'an average price of $36.41 in open market transactions.

For fiscal 2009 2008 and 2007, the prepayments were classified as treasury stock on our Consolldated Balance Sheets at
the payment date, though only shares physically delivered to us by November 27, 2009, November 28, 2008 and
November 30, 2007 weére excluded from the denormnator in the computation of earnings per share. As of November 27, 2009
and November 28, 2008, approxrmately $59.9 million and $134.7 million, respectlvely, of up-front payments remarned under
the agreements. .- x , ; ; .

- See Item 5," Market for Registrant’s. ‘Common Equzly Related Stockholder Matters and Issuer Purchases of Equity
Securities, for share repurchases during the quarter ended November 27, 2009

Stock Repurchase Program II.

* Under’this stock repurchase prograrn we had authorization to repurchase an aggregate of 50.0 niillion shares of our
common stock. From the inception of the 50.0 million share authorization under this program, we provided prepayments of
$1.9 billion under structured share repurchase agreements to large financial institutions. Durrng the third quarter of fiscal
2008, the remaining authorized number of shares were repurchased. :
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During fiscal 2008, we provided prepayments of $1.0 billion and repurchased 31.9 million shares under these; structuréd
agreements at an average price of $37.15. During fiscal 2007, we provided prepayments of $850.0 million under structured
share repurchase agreements to large financial institutions. Durmgr fiscal 2007, we repurchased 17.7 million shares under
these structured agreements at an average price of $40.50 and approxrmately $133.7 million of up- -front payments remained
under these agreements as of November 30 2007.

Durmg ﬁscal 2008, we also repurchased O 5 m1111on shares at an average pr1ce of $39. 79 in open market transactlons

Summary of Stock Repurchases for fiscal 2009 2008 and 2007
(in thousands, except average amounts)

-~ Board Approval . Repurchases - L2009 o L 2008 e dre 2007
Date . . Under the Plan .. Shares . ~ Average Shares . Average Shares . Average
December 1997 .. From employees" 18 2400 . 5 $ 348 39 $ 3924
' ' Open market —  $ — 3,554 $ 3641 —  § —
Structured ‘
repurchases® 15231 $ 27.89 22418 $ 3626 . 22012 $ 40.04
April 2007 . ..... Structured o '
“repurchases® ST T— 31,859 $ 37.15 17,684 $ 40.50
. Openmarket , — $ — 456 $ 3979 . = 5 . —
Total shares . .. .. ' 15232 § 2789 58292 $ 36.79 39,735 $ 4025
Total cost-....... $ 424851 ‘ "8 2,144,400 : $ 1,599,‘214 SR

(1)_ The repurchases from employees represent shares cancelled when surrendered in 11eu of cash payments for the
- optlon exerc1se price or withholding taxes due.

@ Stock repurchase agreements executed. w1th large financial mstrtutlons See “Stock Repurchase Program I” and
- “Stock Repurchase Program II” above. : :
Off-Balance Sheet Arrangements and Aggregate Contractual Obligations -

Our principal commitments as of November 27, 2009, consist of obligations under operating leases, royalty agreements
and various service: agreements. See Note 17 of our Notes to Consolidated Fi manczal Statements for: addmonal information
regardzng our-contractual. commitments.

Contractual Oblzgatzons

The followmg table summarizes our contractual obllgatlons as of November 27, 2009 (in mrlhons)

Payment Due by Penod ) -
Less than More than
Co e , Total 1 year © .. __1-3 years . 3-5 years S years
Operating leases. . ..............ccovunnnn. $ 2493 § 532§ 747 $ 448 § 76.6
Purchase obligations . ............. e IR 210.5 w1655 26.0 6.0 113.0
Debt............... ... .. vaeenen P 1,000.0 — — '1,000.0--. T
Total....... P S 1,459.8 & - 218.7:-% - 100.7$ 1,050.8. § 89.6

As of November 27, 2009, the principal outstanding under the credit agreement was $1.0 billion which is due in full no
later than February 16, 2013. Interest associated with this agreement cannot be estimated with certainty by period throughout
the term since it is based on a fluctuating interest rate calculation. Our credit facility contains a financial covenant requiring
us not to exceed a certain maximum leverage ratio.

Our leases for the East and West Towers and the Almaden Tower are both subject to standard covenants including
certain financial ratios as defined in the lease agreements that are reported to the lessors quarterly. As.of November 27, 2009,
we were in compliance with all of our covenants. We believe these covenants will not impact our credit or cash in the coming
fiscal year or restrict our ability to execute our business plan.

Under the terms of our credit agreement and lease agreements, we are not prohibited from paying cash dividends unless
payment would trigger an event of default or one currently exists.
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The gross liability for unrecognized tax benefits at November 27, 2009 was $218.0 million, exclusive of interest and
penalties. The timing of the resolution of income tax examinations is highly uncertain as are the amounts and timing of tax
payments that are part of any audit settlement process. These events could cause large fluctuations in the balance sheet
classification of current and non-current assets and liabilities. We believe that before the end of fiscal 2010, it-is reasonably
possible that either certain audits will conclude or statutes of limitations on certain income tax examination perlods will
expire, or both. Given the uncertainties described above, we can only determine a range of eéstimated potential decreases in
underlying unrecognized tax benefits equal to $0 to approximately $10.0 million. These amounts would decrease income tax
expense under accounting for income taxes and as a result of the revised accounting guidance for business combinations. in
fiscal 2010. See Note 1 of our Notes fo Corzsolzdated Financial Statements. Under the revised accounting guidance for
business comblnat1ons, adjustments to acqulred income tax liabilities (including adjustments for acqu151tlons completed prior
to the effective date) that are recorded subsequent to the acquisition date will be recognized in income. from continuing
operations, with certain exceptions, if such changes occur after the measurement period.

Royalties -

We have certain royalty commitments associated with the shipment and licensing of certam products Royalty expense
is generally based on a dollar amount per umt shrpped ora percentage of the underlying revenue.

Guarantees

“ The lease agreements for our corporate headquarters provide for tesidual value guarantees. The fair value of a residual
value guarantee in lease agreements entered into after' December 31, 2002, must be recognized as a liability on our
Consolidated Balancé Sheets. As such, we recognized $5.2 rmlhon and $3.0 million in liabilities, related to the extended East
and West Towers and Almaden Tower leases, respectively. These liabilities are recorded in other long-term liabilities with
the offsettrng entry ‘tfecorded as prepaid rent in other assets. The balance will be amortized to our Consolidated Statements of
Incomeé over the'tifé of the'leases. As‘of November 27, 2009, the unamortrzed portion of the fair value of the resrdual value
guarantees remarmng m other long-term 11ab111t1es and prepald rent was $1 3 million.

Indemmf Scations e , ‘
In the normal course of business, we provide indemnifications of varying scope to customers against claims of
intellectual property infringement made by third-parties arising from the use of our products. Historically, costs related to

these indemnification. provisions have not been significant and we are unable to estimate the maximum potent1a1 impact of
these indemnification provisions.on our future results of operations. : :

To the extent pérmitted under Delaware law, we havé agreements Whereby we 1ndemn1fy our-directors and officers for
certain events or occurrences while the director or officer is, or was serving, at our request in such capacity. The
indemnification period covers all pertinent events and occurrences during the director’s or officer’s lifetime. The maximum
potential amount of future payments we could be requrred to make under these indemnification agreements is unlimited;
however, we have director and officer insurance coverage that limits our exposure and enables us to recover a portron of any
ﬁlture amounts- pa1d We beheve the estlmated fair Value of these 1ndemn1ﬁcatron agreements in excess of apphcable
1nsurance coverage is mlnlmal

o As part of. our hmlted partnersh1p mterests in. Adobe Ventures we have provrded a general 1ndemn1ﬁcat1on to Gramte
Ventures, an independent venture cap1ta1 firm and sole general partner of Adobe Ventures, for certain eventsor occurrences
while Granite Ventures is, or was serving, at our request in such capac1ty prov1ded that Granite Ventures acts in good faith on
behalf of the partnership, We are unable to develop an estimate of the maximum potential amount of future payments that
could potentially result from any hypothetrcal future c1a1m but beheve the risk of having to make any payments ‘under this
general 1ndemn1ﬁcat1on to- be remote

Recent Accountmg Pronouncements

See Note 1 of our Notes to Consolidated Financial Statements for information regarding the effect of new accounting
pronouncements on our financial statements. .
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

» : All market risk sensrtlve instruments were entered 1nto for non-tradmg purposes

Forelgn Currency Risk - ‘

Foretgn Currency Hedgmg Instruments - N ‘ 1 , | L ) | ; o , . ,

In countries outside the U.S., we transact business, in U.S. dollars ‘arid in various other currencies. In Europe and Japar,
transactlons that are denommated in Euro and Yen respectively, are subJ ect to exposure from movements 1n exchange rates
risk that our éarnings and cash flows will bé adversely affected by changes in exchange rates We may use: forelgn exchange
option or forward contracts for Euro-or Yen-denomrnated revenue

In fiscal 2009, 2008 and 2007, our revenue exposures were 5()4 3 mllhon Euros 628.2 mlllron Euros and 595.5 mllhon
Euros, respectively. In fiscal 2009, 2008 and 2007, our revenue exposures were 30.3 billion Yen, 36.8 billion Yen and 35.5
bllllon Yen, respectlvely

Our European operatmg expenses are prrmarlly in Euro and_ our Japanese operatmg expenses are in Yen, which
mitigates a portion of the exposure related to Euro and Yen denominated product revenue. In addition, we hedge firmly
committed transactions using forward contracts. These contracts do subject us to risk of accounting gains and losses;
however, the gains and losses on these contracts largely offset gains and losses on the assets, liabilities and transactions bemg
hedged. We also hedge a percentage of forecasted 1nternat10nal revenue with purchased optlon contracts and forward
contracts. Our. revenue hedging policy is 1ntended to help mltxgate the impact on our forecasted revenue -due to fore1gn
currency, exchange rate movements. As of November 27,. 2009, total outstandrng contracts were $5104 mllllon which
included the notronal equivalent of $283 9 mllhon in Euro, 182. 1 million_ in Yen and $444 m1l110n in other forelgn
currencies. These hedges are foreign currency forward exchange (,ontracts which hedged our balance sheet exposures, and
purchased put option contracts which hedged our forecasted revenue.. As of Noyember 27, 2009, all contracts were set to
expire at various times through July 2010. The bank counterparties in these contracts expose us to credit-related losses in the
event of their nonperformance. However, to mitigate that risk, we only contract with counterparties who meéet our minimum
requirements under our counterparty risk assessment process. In addition, our hedging policy establishes maximum limits for
each counterparty

-+In-addition, we also have long-term investment exposures conslstmg of the caprtahzatmn and retamed earfiings 'in our
non-USD functional currency foreign subsidiaries. As of November 27, 2009 and November 28, 2008, this Tong-term
investment exposure totaled a notional equivalent of $228.8 m1lllon and $149.1 million, respectively. At this time, we do not
hedge these long- term investment exposures. - :

Economic Hedgmg——Hedges of Forecasted Ti ransactzons :

We may use forergn exchange option contracts or. forward contracts to hedge certam operatronal (“cash ﬂow”)
exposures resulting from changes i in foreign currency exchange rates. These fore1gn exchange contracts, carrled at fair value,
may have maturities between one and twelve months. Such cash flow exposures result from. portions. of our. forecasted
revenue denominated in currencies other than the U.S. dollar, primarily the Euro and the Japanese Yen. We enter into these
foreign exchange contracts to hedge forecasted product 11cens1ng revenue m the normal course ‘of busmess and accordmgly,
they are not speculatlve 1n nature. : : : i -

 We record changes in the intrinsic value of these. cash ﬂow he dges in accumulated other comprehensrve 1ncome unt1l
the forecasted transaction occurs. When the forecasted transaction occurs, we reclassrfy the related gain or loss on the cash
flow hedge to revenue. In the event the underlying forecasted transaction does not occur, or 1t becomes probable that it will
not occur, we reclassify the gain or loss on the related cash flow hedge from accumulated other comprehenswe income to
interest and other income, net on our Consolidated Statements of Income at that time. For'the fiscal'year endéd November 27,
2009, there were no such net gains or losses -recognized in other income relating to hedges of forecasted transactions that did
not occur.

See Note 5 of our Notes to Consolidated Financial Statements for information regarding our hedging activities.
Balance Sheet Hedging—Hedging of Foreign Currency Assets and Liabilities

We hedge our net recognized foreign currency assets and liabilities with foreign exchange forward contracts to reduce
the risk that our earnings and cash flows will be adversely affected by changes in foreign currency exchange rates. These
derivative instruments hedge assets and liabilities that are denominated in foreign currencies and are carried at fair value with
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changes in the fair value recorded as interest and other income, net. These derivative instruments do not subject us'to- tnaterial
balance sheet risk due to exchange rate movements because gains and losses on these derivatives, are intended to offset gains
and losses on the assets and liabilities bemg hedged At November 27 2009 the outstandmg balance sheet hedgrng
derrvatlves had maturities of 90 days or less. - o :

A sensrt1v1ty analysis was performed on all of our forelgn exchange derlvatlves as of November 27 2009 ThlS
sens1t1v1ty analysrs was based on a modeling techmque that measures the hypothetlcal market value resulting, from a 10%
shift in the value of exchange rates relative to the U.S. dollar. For option contracts, the Black-Scholes equatlon model was
used. For forward contracts, duration modeling was used whete hypothetlcal changes are made to the spot rates of the
currency. A 10% increase in the value of the U.S. dollar (and a corresponding decrease in the value of the hedged foreign
currency asset) would lead to:an increase in the fair value of our financial hedging instruments by $22.2 million: Conversely,
a 10% decrease in the value of the U.S. dollar would result in a decrease in the fair value of these financial instruments by
* $12.9 million.

We do not use derivative financial instruments for speculatrve tradlng purposes nor do we hedge our forelgn currency
exposure ina manner that entlrely offsets the effects of changes 1n forelgn exchange rates.

As a general rule, we do not use ﬁnancral instruments to: hedge' local‘currency denommated ‘operating’ expenses in
countries where a natural hedge exists. For example, in many countnes, revenue from the local currency product licenses
substantrally offsets the local currency denommated operating expenses ‘We assess the need to utrhze ‘f“ ; ancral instruments to
hedge currency exposures, primarily telated to operating expenses on an ongomg basrs N

We regularly review our hedgrng program and may as part of thrs review determme to change our hedgrng program

See Note 5 of our Notes to Consolzdated Fi manczal Statements for information regarding our hedging. acthtzes
Interest Rate Risk

Short-Term Investments and Fixed Income Securities

At November 27, 2009, we had debt securities classified as short-term investments of $900.0 million. Changes in
interest rates could adversely affect the market value of these investments. The following table separates these investments,
based on stated maturities, to show the approximate exposure to interest rates (in millions):

DUE WIthill ONIE YEAT . ..o vttt e ettt ettt e ettt e e $ 387.6
Due WIthill TWO YEAIS . . .« ot e ettt ittt et e ettt e e e 249.9
Due Within three YEaIS .. ..ottt ettt et 218.6
DUe after thIEE JEAIS . . . v oottt ettt et et e 43.9

TOtAL .« v et e e e e e e e $ 900.0

A sensitivity analysis was performed on our investment portfolio as of November 27, 2009. The analysis is based on an
estimate of the hypothetical changes in market value of the portfolio that would result from an immediate parallel shift in the
yield curve of various magnitudes.

The following tables present the hypothetical fair values of our debt securities classified as short-term investments
assuming immediate parallel shifts in the yield curve of 50 basis points (“BPS”), 100 BPS and 150 BPS. The analysis is
shown as of November 27, 2009 and November 28, 2008 (dollars in millions):

Fair Value
-150 BPS -100 BPS -50 BPS 11/27/2009 +50 BPS +100 BPS +150 BPS
910.8 909.2 905.4 900.0 893.9 888.0 882.2
Fair Value
-150 BPS -100 BPS -50 BPS 11/28/2008 +50 BPS +100 BPS +150 BPS
1,145.8 1,142.3 1,136.4 1,129.7 1,123.0 1,116.4 1,109.9
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Other. Market Risk
Prtvately Held Long—T erm Investments

The privately held companies in whrch we mvest can strll be consrdered in the start—up or development stages’ which
are inherently risky. The technologies or products these companies have under development are typrcally in the early stages
and _may never materrahze which could result in‘a loss of a substantial part of our initial investment in these compames The
evaluat1on of* pr1vately held companies is based on information that we request from ‘these ¢ companres which is not subject to
the same disclosure regulat1ons as US. publrcly traded compames and as such the basrs for these evaluatlons is sub]ect to the
tlmmg and accuracy of the data recerved from these compames

See Note 4. and Note 8 of our Notes 10, Consolzdated Fmarnczal Statements Jfor znformatzon regardmg our hmzted
partnersth interest in Adobe Ventures. ; : ; Dt .

Short-Term Investments and Marketable Equzty Securztzes

'We are exposed to equity prlce risk on our portfoho of marketable equity securmes As of November 27, 2009, our total
equity holdings in publicly traded companies were valued at $5.0 thillion compared to $3.0 million at November 28, 2008.
The increase was pnmarrly due to the change in-the fairvalue of our equity holdmgs during fiscal 2009

“The followmg table represents the potentral decrease in farr values of our marketable equlty securrtles as of November
27, 2009, that are sensitive to changes in the ‘stock market ‘Fair value deterroratrons of 50%, 35% a;nd 15% were selected for
1llustrat1ve purposes because none is more hkely to“occur than another. ‘

(mmllhons) » o | - | 50% - | ."‘35%' h .15% 1
Marketable equity secutities. ..... .. SRS TREII R L 2 R 2) IR S O W) B ~ (0.8)
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Al financial statement schedules have been omitted, since the required information is not applicable or is not present in

amounts sufficient to require submission of the schedule, or because the information required is included in the Consolidated
Financial Statements and Notes thereto. :
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ADOBE SYSTEMS INCORPORATED
- CONSOLIDATED BALANCE SHEETS

(In thousands, except par value)

November 27, " -"+'  November 28,

N 2009 . 2008
ASSETS
Current assets: . .
Cashand cashequivalents .................. ..., [P, $ 999487 '$ 886,450
Short-term investments. . ......................... ey A e e e eendenas o 904,986 o 1,132,752
Trade receivables, net of allowances for doubtful accounts of $1‘» 225 and $4 128, '

respectlvely................................,..,..(, ........... Ceee .o, 410879 467234
Deferred income taxes ........... DS . s ' Lo 77,417 7 F0 110,713
Prepaid expenses and other current assets. .. """ SRR, ' i 80,855 137,954

Total CUrTent aSSetS . . .. ..ottt ettt CU2,473,624 2,735,103

Property and equipment, net. . . .......... it 388,132 313,037
GoodWill ... 3,494,589 2,134,730
Purchased and other intangibles, net . ........... ... ... ... ... .. ... .. . . 527,388 214,960
Investment in lease receivable . ............ oot 207,239 207,239
Other aSSEtS . . .. vt 191,265 216,529
Total @SSEts ... ..o $ 7282237 $§ 581,598
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Tradepayables. ........ ... .. $ 58,904 § 55,840
ACCTUEA EXPEIISES . .« vt v ettt ettt e e e e 419,646 399,969
AcCrued TeStIUCIUIING . . ..ottt et e e e 37,793 35,690
Income taxes payable . ... 46,634 27,136
Deferred 1eVenue. . . . ...ttt 281,576 243,964
Total current liabilities . . . .........o ot 844,553 762,599
Long-term liabilities
Dbt . . 1,000,000 350,000
Deferred revenue. . .. ... 36,717 31,356
Accrued TeStrUCTUNING . . . ..ot 6,921 6,214
Income taxes payable . ...... ... 223,528 123,182
Deferred inCOme taxes ... ..........ouuineoe 252,486 117,328
Otherliabilities . ........... .. i 27,464 20,565
Total liabilities ............. ... ... oo B 2,391,669 1,411,244
Commitments and contingencies
Stockholders’ equity:
Preferred stock, $0.0001 par value; 2,000 shares authorized; none issued. . .......... — —
Common stock, $0.0001 par value; 900,000 shares authorized; 600,834 shares issued;

522,657 and 526,111shares outstanding, respectively.......................... 61 61
Additional paid-in-capital. . . ........... 2,390,061 2,396,819
Retained earnings ........ ... ..o i 5,299,914 4,913,406
Accumulated other comprehensive income . .................oorurinn 24,446 57,222
Treasury stock, at cost (78,177 and 74,723 shares, respectively), net of re-issuances. . . (2,823,914) (2,957,154)

Total stockholders” equity . ...........c.ouuinueeei 4,890,568 4,410,354

Total liabilities and stockholders’ equity ................c.ooorunononnnoi. .. $ 7282237 $§ 5,821,598

See accompanying Notes to Consolidated Financial Statements.
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ADOBE SYSTEMS INCORPORATED
CONSOLIDATED STATEMENTS OF INCOME

(In thousands, except per share data)

Years Ended
November 27, November 28, November 30,
2009 . 2008 2007
Revenue: : ‘ s
PrOQUCES . . . oottt et e $ 2,759.391 $§ 3,396,542 § 3,019,524
Services and SUPPOIt. . . oo oot i e 186,462 183,347 138,357
TOtal TEVEMUE. .« . o vttt ie e ittt ie et aaanns 2,945,853 3,579,889 3,157,881
Cost of revenue: ‘ .
PrOQUCES . .. oottt e 228,897 266,389 270,818
Services and SUPPOTE. . ..o vt e 67,835 96,241 " 83,876
Total COSt Of TEVENUE & .\ttt et eeee e e et eaenenen 296,732 362,630 354,694
GIOSS PIOTIL « . .ottt et e e et e 2,649,121 3,217,259 2,803,187
Operating expenses: ‘ ‘
Research and development. . .. ........couiuiiieiuenreneeneaenns 565,141 662,057 . 613,242
Salesand marketing .. ......vvrrii i 981,903 1,089,341 984,388
General and administrative. . .. ..o vvvviiee et 298,749 337,291 274,982
Restructuring charges . . . ..o 41,260 32,053 © 555
Amortization of purchased intangibles and incomplete technology 71,555 68,246 72,435
Total Operating eXPenses . .. .....ovvrreenneeeenneeeiineeennn. 1,958,608 2,188,988 1,945,602
Operating iNCOME . ... ..vri it et i aas 690,513 1,028,271 - 857,585
Non-operating income (expense): , _
Interest and otherincome, net .. ... ..o ieniniiniinreeann, 31,380 43,847 82,724
INtEreSt EXPEISE. . . .« vt v vttt eeaii e (3,407) (10,019) (253)
Investment gains (losses), net. .........c.ooeiniii (16,966) 16,409 7,134
Total non-operating income (expense), net. . .................... 11,007 - 50,237 89,605
Income before iINCOME taXES. v .ottt ee e ci i cieaianann 701,520 1,078,508 1,947,190
Provision fOr iNCOME tAXES . . . .. v vvevrenneeneaenaenannnnn e 315,012 206,694 223,383
Nt TICOME. . & o o v ettt ettt ettt $ 386,508 $ 871,814 § » 723,807
Basic net income per Share. . .. .......ovoenenenenneornenns e $ 0.74 $ 162 $ 124
Shares used in computing basic income per share . . . .. T, _ 524,470 539,373 584,203
Diluted net income Per share . . .. .......vvvurereareenereeeennins $ 073 $ 1.59 $ 1.21
Shares used in computing diluted income pershare................... 530,610 548,553 598,775

See accompanying Notes to Consolidated Financial Statements.
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ADOBE SYSTEMS INCORPORATED

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY AND COMPREHENSIVE INCOME

Balances at December 1,2006. . .. ...
Comprehensive income:
Netincome . ...........c.ooo....
Other comprehensive income,
netoftaxes...................
Total comprehensive income,
netoftaxes...................
Re-issuance of treasury stock under
stock compensation plans. ... ... ..
Tax benefit from employee stock
optionplans...................
Purchase of treasury stock .. ........
Stock-based compensation. .. .......
Adjustment to the valuation of
Macromedia assumed options. . . . . .
Balances at November 30, 2007. ... ..
Comprehensive income:
Netincome .. ...................

Other comprehensive i income,
netoftaxes............0. .......
Total comprehensive income,
netoftaxes...................
Re-issuance of treasury stock under
stock compensation plans.........
Tax benefit from employee stock
optionplans. ..................
Purchase of treasury stock ... .......
Stock-based compensation. .. .......
Balances at November 28, 2008......
Comprehensive income:
Netincome .....................
Other comprehensive income,
. netoftaxes....... bt
Total comprehensive income, net of

‘taxes. .. .. e '

Re-issuance of treasury stock under
stock compensation plans. ,.......
Tax benefit from employee stock
option plans. . . . . ER
Purchase of treasury stock . .~ .......
Equity awards assumed:for acquisition.
Stoék-based compensation. . .. ... ...
Balances at November 27, 2009. ... ..

- Common Stock
Shares

(In thousands) -

Retained
Earnings

Treasury Stock
Shares A t Total

600,834

$ 3,317,785

723,807

(13,608)8 (623,924)$ 5,151,876
— e — 723807
— . uE=T 21,604

——l

7452411

23018 814863 . 516087
LT 66066
(39,735)  (1,951,527) © (1,951,527

— — 149,987

— — " (28,818)

$ 4,041,592

871,814

(29,425)% (1 760 588) $ 4,649,982
— o T 871814

— BT 29974

—l

901,088
12,994 .+ 526,149 7.7 319:165
T 90360

(58292) (L722715) (1,722,715
— — 112474

600,834

$ 4,913,406

386,508

(747253 @, 057,154)S 4,410,354
- — ’f 386508
— G
= — 35373
1777 483254 N 179,566,
— Lt 44381
(15,231) (500148) . (350014

— . 84968
— T 167,581

$_5,299,914

= (18,177)$:(2,823,914) $_ 4,890,568 -

See accompanying Notes to Consolidated Financial Statements.



ADOBE SYSTEMS INCORPORATED

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
Years Ended
November 27, November 28, - November 30,
2009 2008 2007

Cash flows from operating activities: , ,
NEtINCOME .. vvv i ettt et i ans e $ 386,508 $ 871,814 $ 723,807
Adjustments to reconcile net income to net cash provided by '

operating activities: : :
Depreciation, amortization and accretion . ... ... ... .o oL : 282,423 270,269 . 315,464

Stock-based compensation. . . . . .. A SN 167,581 172,474 149,987
Deferred INCOmME taKES. ot vttt e it ee et e 49,590 - 46,584 ‘ . 58,385
Unrealized losses (gains) on investments . ...............coonveen 11,623 (17,377) (6,776)
Tax benefit from employee stock optionplans . ...................... 44,381 90,360 - 55,074
Other nON-Cash ITEMS. . . . . oot v ittt ee e 4,434 4,784 (176)
~ Excess tax benefits from stock-based compensation. ................. (11,980) , (31,983) (85,050)

Changes in opérating assets and liabilities, net of acquired assets
and assumed liabilities: *

Trade receivables,net........ T AP AP L 172,287 (153,386) 46,332
Prepaid expenses and other current assets. . . . . . . ) S, 121,814 (5,584) © 6,418
Trade payables .. .....conn i e (13,601) 14,078 ) 3,518
ACCIUEA EXPENSES - . o v vt v vieeie et (53,320) (13,904) 83,281 "
Accrued restructuring ... ... .. s R (8,446) - 24,330 (13,796)
Income taxes payable ............ e 109,620 (57,656) 61,448
Deferred revenue. . . . . . F T S (45,142) 65,879 © 43137
Net cash provided by operating acthltles ...................... 1,117,772 1,280,682 » 1,441,053
Cash flows from investing activities: ’ : i :
Purchases of short-terminvestments . .. .......... e ST (1,307,366) (2,381,533) (2,503,147
Maturities of short-term investments. . . ... ..ot e it 464,031 1,568,874 516,839
Proceeds from sales of short-term investments . . ... ................ . 1,057,176 717,076 2,457,347
Purchases of property and equipment .. ........ ... ..o (119,592) (111,792) (132,075)
Acquisitions, net of cashacquired. ... ......... ... el (1,582,669) (3,584) (75,528)
Purchases of Tong-term investments and otherassets ................... (29,143) (124,469) (111,939)
Investment in leasereceivable. . ... .. ... . i — — (80,439)
Issuance costs for credit facility ............... i — — (856)
Proceeds from sale of long-term investments . . ........... ... ..o 17,696 30,747 11,342
Other . oottt e e e 2,771 — ) —
Net cash (used for) provided by investing activities .............. (1,497,096) (304,681) 81,544
Cash flows from financing activities: o ; '
Purchases of treasury stock . ... ... ... ... o0l e ’ -~ (350,013) (1,722,715) - (1,951,527)
Proceeds from issuance of treasury stock .. ...... ... .o 179,566 . 319,165 516,087
Excess tax benefits from stock-based compensation. . .................. 11,980 31,983 85,050
Proceeds from borrowings on credit facility . . ............ el 650,000 800,000 —
Repayments of borrowings on credit facility.. ... ......... ..o — (450,000) —-
Repayments of acquired debt. . . ......... ...l e (13,875) L — . L —
Net cash provided by (used for) ﬁnancmg activities ... ........... 477,658 (1,021,567) (1,350,390)
Effect of foreign currency exchange rates on cash and cash equivalents. . . . ... 14,703 (14,406) 1,715
Net increase (decrease) in cash and cash equivalents ...................... 113,037 (59,972) 173,922
Cash and cash equivalents at beginning of year. ... .............. .. .. ..., 886,450 946,422 772,500
Cash and cash equivalents atend of year. . . .................oiiiiinnn, $ 999,487 $ 886,450 $ 946,422
Supplemental disclosures: '
Cash paid for income taxés, netofrefunds . . .................. ...t $ 105,158 - $ - 126,299 $ - 55236
Cash paid forinterest. . .................. P $ 2,088 $ 9,604 § . —
Non-cash investing activities:. '
Issuance of commion stock and stock awards assumed in business acquisitions $ 84,968 $ — $ o —

See accompanying Notes to Consolidated Financial Statements.
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ADOBE SYSTEMS INCORPORATED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. SIGNIFICANT ACCOUNTING POLICIES

Operations

Founded in 1982, Adobe Systems Incorporated is one of the largest and most diversified software companies in the
world. We offer a line of creative, business, Web and mobile software and services used by creative professionals, knowledge
workers, - consumers, orlglnal equrpment manufacturers (“OEMs”), developers and enterprises for creating, managing,
delivering, optimizing and engaging with compelling content and experiences across multiple operating systems, devices and
media. We distribute our products through a network of distributors, value-added resellers (“VARS”), systems integrators,
mdependent software vendors (“ISVs™) and OEMs, direct to end users and ‘through our, own Website at www.adobe.com. We
also license our technology to hardware manufacturers, software developers and service providers, and we offer integrated
software solutions to businesses of all sizes. We have operations in the Americas, Europe, Middle East and Africa (“EMEA”)
and Asia. Our software runs on personal computers with Micresoft Windows, Apple Mac OS, L1nux UNIX and various non-
PC platforms dependmg on the product. *

Basis of Presentation

" The accompanying Consolidated Financial Statements include those of Adobe and its subsidiaries, after elimination of
all intercompany accounts and transactions. We have prepared the accompanying Consolidated Flnanmal Statements in
accordance with accounting principles: generally accepted in the United States of America (“GAAP”) and. pursuant to the
rules and regulations of the Securities and Exchange Commission (“SEC”). L ;

Use of Estimates

In preparation of consohdated ﬁnanc1a1 statements and related disclosures in conformity with GAAP and pursuant to the
rules and regulations of the SEC, we must make estimates and judgments that affect the amounts reported in the
Consolidated Finaricial Statements and accompanying notes. Estimates are used for, but not limited to sales allowances and
programs, bad debts, stock-based compensation, allocation of purchase price allocations, excess inventory and purchase
commitments, restructuring costs, facilities lease losses, impairment of goodwill and 1ntang1ble assets, 11t1gat10n income
taxes and investments: Actual results 1 may differ materially from these estimates. :

F tscal Year

. Our fiscal year is a 52- or 53-week year that ends on the Friday closest to November 30. Fiscal years 2009 2008 and
2007 -were all 52 weeks. s

Re_classiﬁcation

. Certain prior year amounts have been reclassified to conform to current year presentation in the Consolidated Statements
of Cash Flows. The prev1ous1y reported -classifications of net cash provided by (used for) operating actrvrtres investing
activities and financing actrvrtres for any period presented were not affected by these reclassifications.

Allowance for Doubtful Accounts

We maintain an allowance for doubtful accounts which reflects our best estimate of potentially uncollectible trade
receivables. We regularly review our trade receivables allowances by considering $uch factors as ‘historical experience,
credit-worthiness, the age of the trade receivable balances and current economic conditions that may affect a customer’s
ability to pay and we’ specrﬁcally reserve for those deemed uncollectrble

(in thousands) _ o 2000 2008 C T 007

Beginning balance. .. ... .. e e $ © 4,128 $ 4398 .§ 6,798
Increase due to acqulsltlon ......... e 9,421 — B
Charged (credited) to operating expenses . ............... 2,841 4414 ~(1,367)
Preference’claim, credrted to operatlng expense ........... (1,000) ' (2,000) ... .. o —
Deductions™ ... ... o i SRR ' (165) ' (2,684). . (1,033)
Ending balance , L% 1522508 . . 4128 $. . 4398

®  Deductions related to the allowance for doubtful accounts represent amounts written off against the allowance, less
recoveries.
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Foreign Currency Translation

We translate assets and liabilities of foreign subsidiaries, whose functional currency is their local currency, at exchange
rates in ‘effect at the balance sheet date. We translate revenue and expenses at the monthly average exchange rates. We
include accumulated net translation adjustments in’ stockholders equity as a component of accumulated other comprehensive
income. : : . .

Property and Equipment

We record property and equipment at cost less accumulated deprec1at10n and amortization. Property and equlpment are
depre01ated using the straight-line method over their estimated useful lives ranging from 1 to 5 years for computers and
equlpment 1 to 6 years for furniture and fixtures and up. to 35 years for buildings. Leasehold lmprovements are amortized
using the straight-line method over the lesser of the remaining respective lease term or useful lives.

Goodwill, Purchased Intangibles and Other Long-Lived Assets

We review our goodwill for impairment annually, or more frequently, if facts and circumstances warrant a review. We
completed our annual impairment test in the second quarter of fiscal 2009 and determined that there was no impairment.

- Goodwill is assigned to one or more reporting segments on the date of acquisition.' We evaluate goodwill for impairment
by comparing the fair value of each of our reporting segments to its carrying value, including the associated goodwill. To
determine the fair values, we use the market approach based on comparable publicly traded companiés in similar lines of
businesses and the income approach based on estimated discounted future cash flows. Our cash flow assumpuons consider
histori¢al and forecasted revenue, operating costs and other relevant factors. :

We amortize intangible assets with finite lives over their estimated useful lives and review them for impairment
whenever an impairment indicator -exists. We continually monitor events and changes in circumstances that could indicate
carrying amounts of our long-lived assets, including our intangible assets may not be recoverable. When such events or
changes in circumstances. occur, we assess recoverability by determining whether the carrying value of such assets will be
recovered through the undiscounted expected future cash flows. If the future undiscounted cash flows are less than the
carrying amount of these assets, Wwe recognize an impairment loss based on the excess of the carrying amount over the fair
Value of the assets. We did not recognize any intangible asset impairment charges in fiscal 2009, 2008 or 2007.

Our intangible assets are amortized over their estimated useful lives of 1 to 13 years as shown in the table below.
Amortization is based on the pattern in which the economic benefits of the intangible asset will be consumed.

Weighted Average

BT o , ’ ‘ Useful Life (years)
Purchased technology . ............... I PP, 7
Localization .. .........ccooviiiiiiinnnnennnn. OO 1
Trademarks . . ..o i ittt e e e e e 7
Customer contracts and relatlonsh1ps e P 10
Other intangibles.................. e PP e DU 2

Software Development Costs

Capitalization of software development costs for software to be sold, leased, or otherwise marketed begins upon the
establishment of technological feasibility, which is generally the completion of a working prototype that has been certified as
having no critical bugs and is a release candidate.- Amortization begins once the software is ready for its intended use,
generally based on the pattern in which the economic benefits will be consumed. To' date, software development costs
incurred between completion of a working prototype and general availability of the related product have not been material.

Revenue Recognztlon

Our revenue is derrved from the 11cens1ng of software products, consulting, hostmg services and mamtenance and
support Primarily, we récognize revenue when persuasive evidence of an arrangement exists, we have dehvered the product
or performed the service, the fee is ﬁxed or determinable and collect1on is probable. '
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Multiple Element Arrangements

‘We enter into multiple element revenue arrangements in which a customer may purchase a.combination of software,
upgrades, hosting services, maintenance and support, and consulting (multiple-element arrangements). When vendor specific
objective evidence (“VSOE”) of fair value does not exist for all delivered elements, we allocate and defer revenue for the
undelivered items based on VSOE of fair value of the undelivered elements and recognize the difference between the total
arrangement fee and the amount deferred for the undelivered items as license revenue.

VSOE of fair value for each element is based on the price for which the element is sold separately. We determine the
VSOE of fair value of ¢ach element based on historical evidence of our stand-alone sales of these elements to third-parties or
from the stated renewal rate for the elements contained in the initial software license arrangement When VSOE of fair value
does not exist for any undelivered element, revenue is deferred until the earlier of the point at which such VSOE of fair value
exists or until all elements of the arrangement have been delivered. The only exception to this guidance is when the only
undelivered element is maintenance and support or other services, then the entire arrangement fee is recognized ratably over
the performance period.

Product Revenue

We recognize our product revenue upon shipment, provided all other revenue recognition criteria have been met. Our
desktop application products’ revenue from distributors is subject to agreements allowing limited rights of return, rebates and
price protection. Our direct sales and OEM sales are also subject to limited rights of return. Accordingly, we reduce revenue
recognized for estimated future returns, price protection and rebates at the time the related revenue is recorded. The estimates
for returns are adjusted periodically based upon historical rates of returns, inventory levels in-the distribution channel and
other related factors.

We record the est1mated costs of providing free technical phone support to customers for our software products

We recognize OEM licensing revenue, primarily royalties, when OEMs ship products incorporating our software,
provided collection of such revenue is deemed probable. For certain OEM customers, we must estimate royalty revenue due
to the timing of securing customer information. This estimate is based ona combmatwn of our generated forecasts and actual
historical reporting by our OEM customers. To substantiate our ab111ty to estimate revenue, we review license royalty
revenue reports ultimately recerved from our significant OEM customers in comparison to the amgunts estimated in the prior
period. : : :

Our product-related deferred revenue includes maintehance upgrade revenue and customer advances under OEM license
agreements. Our maintenance upgrade revenue for our desktop application products is included in our product revenue line
item as the malntenance primarily entitles customers to receive product upgrades. In cases where we provide a specified free
upgrade to an existing product, we defer the fair value for the specified upgrade right until the future obligation is fulfilled or
when the right to the specified free upgrade expires.

Services and Support Revenue

Our services and support revenue is composed of consulting, training and maintenance and support, primarily related to
the licensing of our Enterprise and Mobile and Device Solutions products. Our support revenue also includes technical
support and developer support to partners and developer organizations related to our desktop products.

We recognize revenue - for hosting services that are based on a committed number of transactions, including
implementation and set-up fees, ratably beginning on the date the customer commences use of our services and continuing
through the end of the customer term. Over-usage fees, and fées bitled based on the actual number of transactions from which
we capture data, are billed in accordance with contract terms as these fees are incurred. We record amounts that have been
invoiced in accounts receivable and in deferred revenue or revenue, depending on whether the revenue recognition criteria
have been met.

Our consulting revenue is primarily recognized using the proportionate performance method and is measured monthly
based on'input measures, such as hours incurred to date compared to total estimated hours to complete, with consideration
given to output measures, such as contract milestones when applicable. Out maintenance and support offerings, which entitle
customers to receive product upgrades and enhancements or technical support, dependmg on the offering, are recognized
ratably over the performance period of the arrangement.
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Rights of Return, Rebates and Price Protection

As discussed above, we offer limited rights of return, rebates and price protection of our products under various policies
and programs with our distributors, resellers and/or end-user customers. We estimate and record reserves for these programs
as an offset to revenue. Below is a summary of each of the general provisions in our contracts: - - :

Distributors are allowed limited rights of return of products purchased during the prévidus qﬁarter. In addition,
distributors are allowed to return products that have reached the end of their lives and products that are being

- replaced by new versions.

We offer rebates to our distributors, resellers and/or end user customers. The amount of revenue that is reduced for
distributor and reseller rebates is based on actual performance against objectives set forth by us for a particular
reporting period (volume, timely reporting, etc.). If mail-in or other promotional rebates are offered, the amount of
revenue reduced is based on the dollar amount of the rebate, taking into consideration an estimated redemption rate
calculated using historical trends. ' ' o

From time to time, we may . offer price protection to our distributors that allow for the right to a credit if we
permanently reduce the price of a software product. The amount of revenue that is reduced for price protection is
calculated as the difference between the old and new price of a software product on inventory held by the
distributor prior to the effective date of the decrease.

Although our subscription contracts are generally non-cancelable, a limited number of customers have the right to cancel
their contracts by providing prior written notice to us of their intent to cancel the remainder of the contract term. In the event
a customer cancels its contract, they are not entitled to a refund for prior services we have provided to them.

On a quarterly basis, the amount of revenue that is reserved for future returns is calculated based on our historical trends
and data specific to each reporting period. We review the actual returns evidenced in prior quarters as a percent of revenue to
determine a historical returns rate. We then apply the historical rate to the current period revenue as a basis for estimating
future returns. When necessary, we also provide a specific returns reserve for product in the distribution channel in excess of
estimated requirements. This estimate can be affected by the amount of a particular product in the channel, the rate of sell-
through, product plans and other factors.

Revenue Reserve

Revenue reserve rollforward (in thousands):

2009 ' 2008 2007

Beginning balance. . . . . e PR | 50,943 $ _ 43,532 $ 55,526
Increase due to acquisition . ............. AU 6,566 ' — —
Amount charged 0 TEVENUE . . ... .oovvrrnerrornneen-. . 113,009 153,129 156,761
ACHIALTEHUITIS v v oo e e e e C(136,117) (145,718) (168,755)
Endingbalance ..............cooovnainnns PR $ 34401 $ 50,943 $ 43,532

Deferred Révemie

Deferred tevenue consist of billings or payments received in advance of revenue recognition for our products and
services described above. We recognize deferred revenue as revenue only when the revenue recognition criteria are met.

Taxes Collected from Customers

We net taxes collected from customers against those remitted to government authorities in our financial statements.
Accordingly, taxes collected from customers are not reported as revenue.

Advertising Expenses

Advertising costs are expensed as incurred. Advertising expenses for fiscal 2009, 2008 and 2007 were $67.0 million,
$67.1 million and $45.3 million, respectively.
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Foreign Currency and Other Hedging Instruments

In countries outside the United States (“U.S.”), we transact business in U.S. dollars and-in various other currencies. In
Europe and Japan, transactions that.are denominated in Euro and Yen are subject to exposure from movements in exchange
rates. We hedge our net recognized foreign currency assets and liabilities-with foreign exchange forward contracts to:-reduce
the risk that our earnings and cash flows will be adversely affected by changes in exchange rates. We use foreign exchange
option and forward contracts for Euro- and Yen-denominated revenue. ' o o

We account for our derivative instruments as either assets or liabilities on the balance sheet and measure them at fair
value. Gains and losses resulting from changes in fair value are accounted for depending on the use of the derivative and
whether it is designated and qualifies for hedge accounting. ‘Derivatives that do not qualify for hedge accounting are adjusted
to fair value through earnings. See Note 5 for information regarding our hedging activities. : R

Gains and losses from foreign exchange forward contracts which hedge certain balance sheet positions, primarily non-
functional currency denominated assets and liabilities (e.g., trade receivables and accounts payable) are recorded each period
as a component of interest and other income, net in our Consolidated Statements of Income. Foreign exchange forward and
option contracts hedging forecasted non-functional currency product licensing revenue, are designhated as cash flow hedges
under accounting for derivative instruments and hedging activities, with gains and losses recorded net of tax, as'a component
of other comprehensive income in stockholders’ equity and reclassified into revenue at the time the forecasted transactions
occur. s : . e

Income Taxes

We use the asset and liability method of accounting for income taxes. Under this method, income tax expense is
recognized for the amount of taxes payable or refundable for the current year. In addition, deferred tax assets and liabilities
are recognized for expected future tax consequences of temporary differences between the financial reporting and tax bases
of assets and liabilities, and for operating losses and tax credit carryforwards. We record a valuation allowance to reduce
deferred tax assets to an'amount for which realization is more likely than not. ‘ ’ Wi

Recent Accounting Pronouncements

In October 2009, the Financial Accounting Standards Board (“FASB”) issued new revenue recognition standards for
arrangements with multiple deliverables, where certain of those deliverables are non-software related. The new standards
permit entities to initially use management’s best estimate of selling price to value individual deliverables when those
deliverables do not have VSOE of fair value or when third-party evidence is not available. Additionally, these new standards
modify the manner in which the transaction consideration is allocated across the separately identified deliverables by no
longer permitting the residual method of allocating arrangement consideration. These new standards are effective for annual
periods ending after June 15, 2010 and are effective for us beginning in the first quarter of fiscal 2011, however early
adoption is permitted. We are currently evaluating the impact of adopting these new standards on our consolidated financial
position, results of operations and cash flows, including possible early adoption. ’ - '

In June 2009, the FASB issued the FASB Accounting Standards Codification (the “Codification”) for financial
statements issued for interim and annual periods ending after September 15, 2009, which was effective for us beginning in
the fourth quarter of fiscal 2009. The Codification became the single authoritative source for GAAP. Accordingly, previous
references to. GAAP accounting standards are no longer used in our disclosures, including these Notes to the Consolidated
Financial Statements. The Codification does not affect our consolidated financial position, cash flows, or results of
operations.

In June 2009, the FASB issued amended standards fot determining whether to consolidate a variable interest ‘entity.
These new standards amend the evaluation criteria to identify the primary beneficiary of a variable interest entity ‘and
requires ongoing reassessment of whether an enterprise is the primary beneficiary of the variable interest entity. The
provisions of the new standards are effective for annual reporting periods beginning after November 15, 2009 and iriterim
periods within those fiscal years. These standards will be effective for us beginning in the first quarter of fiscal 2010. The
adoption of the new standards will not have an impact on our consolidated financial position, results of operations and cash
flows.
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In May 2009, the FASB issued new standards for subsequent events, which establishes general standards of accounting
for and disclosure of events that occur after the balance sheet date but before financial statements are issued or are available
to be issued. The new standards are effective for interim and annual reporting periods ending after June 15, 2009. We adopted
the new standards during the third quarter of fiscal 2009 and, as the pronouncement only requires additional disclosures, the
adoption did not have an impact on our conso‘lidafed ﬁﬁaﬁéial position, results of “operations or cash flows. Wé have
evaluated subsequent events through January 22, 2010, the date that these financial statements were issued. ;

In April 2009, the FASB issued new standards for the. recognition and measurement -of. other-than-temporary
impairments for debt securities which replaced the pre-existing “intent and ability” indicator. These new: standards specify
that if the fair value of a debtsecurity is less than its amortized cost basis, an other-than-temporary impairment: is triggered in
circumstances where (1).an. entity has an intent to sell the security, (2) it is more likely than not that the -entity will be
required to sell the security before recovery of its amortized cost basis, or (3) the entity does not expect to recover the entire
amortized cost basis. of the security (that is, a credit loss exists). Other-than-temporary impairments are separated into
amounts reptesenting credit losses which are recognized in earnings and amounts related to all other factors which are
recognized in other comprehensive income (loss). We adopted these standards in the third quattet of fiscal 2009 and they did
not have a material effect on our consolidated financial position, results of operations or cash flows.

In April 2009, the FASB issued new standards which provide guidance on how to determine the fair value of assets and
liabilities-when the volume and level of activity for the asset or liability has significantly decreased. These new standards. also
provide guidance on identifying circumstances that indicate a transaction is not orderly. In addition; we are required to
disclose in interim as well as annual reporting periods the inputs and valuation techniques used to measure fair value and
discussion of changés in valuation techniques. We adopted these standards in the third quarter of fiscal 2009 and they did not
have a material effect on our consolidated financial position, results of operations or cash flows., . ,

~ In September 2008, the FASB issued additional guidance which requires additional disclosures by sellers of credit
derivatives, including credit detivatives embedded in hybrid instruments. This new guidance also amends previous guidance
related to‘accounting for guarantees to require additional disclosure about the current status of the payment/performance risk
of a guarantee. These new provisions are effective for reporting periods ending after November 15, 2008. These provisions
further clarify the effective date of new disclosure requirements regarding derivative instruments and hedging activities: We
adopted these disclosures requirements in the first quarter of fiscal 2009. Since the new guidance only required additional
disclosures, the adoption did not impact our consolidated financial position, results of operations or cash flows. - R

* In April 2008, the FASB issued new standards which provided guidance on how to determine the useful life of
intangible assets by amending the factors an entity should consider in developing renewal or extension assumptions used in
determining the usefu] life of recognized intangible assets. This new guidance applies prospectively to intangible assets that
are acquired individually or with a group of other assets in business combinations and asset acquisitions. These standards are
effective for financial statements issued for fiscal years beginning after December 15, 2008 and interim periods within those
fiscal years and is effective for us beginning in the first quarter of fiscal 2010. Early adoption is not permitted. As this
guidance is to be applied prospectively, on adoption, there will be no impact to our current consolidated financial statements.

.- In March 2008, the FASB :issued new standards. which requires companies with derivative: instruments to disclose
information that should enable financial statement users to understand how and why a company uses derivative instruments,
how. derivative instruments and related hedged items are accounted for and how derivative instruments and related hedged
items affect a .company’s.ﬁnariqjal position, financial.performance and cash flows..We adopted these new standards in the
ﬁfst quarter of fiscal 2009. Since the new standards.only required additional disclosure, the adoption did not.impact our
consolidated financial position, results of operations or cash flows. See Note 5 for further information regarding derivative
instruments and related hedged items. R _ _ ; : B

In Décember 2007, the FASB revised their guidance for business combinations and non-controlling interests. The new
standards will change how business acquisitions are accounted for and will impact financial ‘statements both on the
acquisition date and i subsequent periods. The changes also impact the accounting and reporting for minority interests,
which will be recharactefized as non-controlling interests and classified as a component of equity. The new standards are
effective for us beginning in the first quarter of fiscal’2010. Early adoption is not permitted. We are currently evaluating the
impact the new standards will have on our consolidated financial statements however, we currently believe that depending on
the size and frequency of acquisitions, the adoption of these standards may have 4 material effect on our future consolidated
financial statements as more costs associated with acquisitions will be required to be expensed rather than accounted for as
part of the purchase price.
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NOTE 2. ACQUISITIONS
Fiscal 2009 Acquisitions

On October 23, 2009, we completed the acquisition of Omniture, Inc. (“Omniture”), an industry leader in Web analytics
and online business optimization based in Orem, Utah, for approximately $1.8 billion. Under th9 terms of the agreement, we
completed our tender offer to acquire all of the outstanding shares of Omniture common stock at a price of $21.50 per share,
net to the seller in cash, without interest. Acquiring Omniture accelerates our strategy of delivering more effective solutions
for assembling, delivering, targeting and optimizing Web content and applications. The transaction was accounted for using
the purchase method of accounting. We have included the financial results of Omniture in our Consolidated Financial
Statements beginning on the acquisition date. Following the closing, we integrated Omniture as a new reportable segment for
financial reporting purposes. ' Co co IEEE ‘

Assets acquired and liabiliiies assumed were recorded at their fair values as of Qgt‘ob'g;_t 23,'200'9. The total $1.8 billion
purchase price was comprised of the following (in thousands): ‘ ' ‘

Acquisition of approximately 79 million shares of oufstariding common stock of Omniture at $2 150

persshar€incash .............. e EE R A PR PR A . . % 1,698,926
Estimated fair value of earned stock options and restricted stock units assumed and converted . . . . . . - --84,968
Estimated direct transaction costs ......... e e e e i et e e D 13,964
" Total purchaseprice ................... i T AT S Lol o8 1,797,858

In connection with the acquisition, each Omniture stock option that was outstanding and unexercised was assumed and
converted into an option to.purchase Adobe common stock based on one of two conversion ratios, dependent.on which plan
the award was granted under. The conversion ratio was either 0.6182, which was calculated as the consideration price of
$21.50 divided by the closing. price on the date.of acquisition, or 0.6083 calculated as the consideration price of $21.50
divided by the average closing price .from October 16, 2009 to October 22, 2009. We assumed the stock: options in
accordance with the terms of the applicable Omniture stock option plan and terms of the stock .option agreement relating to
that Omniture stock option. Based on Omniture’s stock options outstanding at October 23, 2009, we. converted, options to
purchase approximately 8.9 million shares of Omniture common, stock into options to purchase approximately 5.5 million
shares of Adobe common stock. We also assumed and converted approximately 2.5 million shares of outstanding Omniture
restricted stock units into approximately 1.6 million shares of Adobe restricted stock units, using the same conversion ratios
stated above. The estimated value of the'stock options and restricted stock units assumed and converted that is included in the
preliminary purchase price equals the fair value of the options to purchase approximately 5.5 million of Adobe common
stock and the 1.6 million shares of Adobe restricted stock units, reduced by the portion of the respective values considered
unearned compensation. : ~ ' ‘ e ~

. ‘The estimated fair value of the stock options assumed was determined to be approximately $97.1 smillion using a
Binomial option valuation model with the following assumptions: volatility of 33.6-35.4%; weighted average risk-free
interest rate of 0.20-3.64%; dividend yield of 0%; early exercise threshold of $14.20; and post vesting cancellation rate of
1.89%. The underlying stock price used in valuing the options was $34.33, which was the average of closing prices for a
range of trading days from September 11, 2009 through September 17, 2009, comprising two days before through two days
after the date the acquisition was announced. The value of stock options considered unearned compensation was determined
to be approximately $34.9 million, net of estimated forfeitures, also using a Binomial option valuation model with the
following' assumptions: volatility of 36.5-37.0%; weighted average risk-free interest rate of 0.24%-3.25%; dividend yield of
0%; early exercise threshold of $14.20; and post vesting cancellation rate of 1.89%. The underlying stock price used in
valuing the options for which a portion was considered unearned compensation was $34.78, which was the closing price on
October 23, 2009. The fair value of the converted restricted stock units was determined to be approximately $55.6 million
based .on Adobe’s average stock price of $34.33, as discussed above. This amount was reduced by the. fair value of the
restricted stock units considered unearned compensation of approximately $32.8 million, net of estimated forfeitures, based
on the $34.78 stock price referred to above. $67.7 million in unearned compensation will be recorded as an expense on a
straight-line basis over the remaining service periods of the respective awards. The recognition of expense associated with the
portion of the assumed and converted stock options and restricted stock units that are subject to future service requirements,
which are not included in the purchase accounting, have not been included in the pro.forma statements of income.
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- Direct transaction: costs of approximately $14.0 million include estimated investment banking, legal and accounting
fees, and' other external. costs directly related to the acquisition. As of November 27, 2009, substantially all costs for
accounting; legal, and other professional services have been paid. . Lo f

Preliminary Purchase Price Allocation

Under the purchase accounting method, the total preliminary purchase price was allocated to Omniture’s net tangible
and intangible assets based upon their estimated fair values as of October 23, 2009. The excess purchase price over the value
of the net tangible and identifiable intangible assets was recorded as goodwill. ' '

B The table below represents the allocation of the preliminary purchase price to the acquired net assets of Omniture based
on their estimated fair values as of October 23, 2009 and the associated estimated useful lives at that date. The preliminary
allocation of the purchase price was based upon a preliminary valuation and our estimates and assumptions are subject to
change within the purchase price allocation period as valuations are finalized.

‘Weighted
. Average -

S e o . Useful Life
(in thousands) . . ) o o Amount (years)
N‘etltangi'blea:ss‘ejcs..-....Q.'._."...‘........L....‘..,........‘.'.‘..‘.‘._’.L".l.’.L.w.., ..... L% 731,138 N/A
Identifiable intangible assets: '~ S f o o _ o

EXiSting teChnology. . ... vt s ee e L 176,100 6
‘Customer contracts and relationships . ... . e e [ : 167,900 11
“Contract backlog . .. ..o e PO PR PUUUROU 52,100 2
Non-competition agreements . .. ....... . P DRSS 900 2
Trademarks . .. ovvv ettt T 41,000 8
In-process research and development . ... .. e S e L _ 4,600 N/A
Goodwill ....... o T I S di U e 1,334,980 © N/A
Restructuring liability .. ....... P S U S (10,860) ‘ N/A
Total estimated purchase price allocation............. ... ... ... i $ 1,797,858 ) ’

' Nef tangible assets—Omniture’s tangible assets and liabilities as of October 23, 2009 were reviewed and adjusted to their
fair value as necessary. Among the net tangible assets assumed were $137.4 million in cash and cash equivalents, $119.1
million in trade receivables, $40.9 million in property, plant and equipment, $46.0 million in accrued expenses and $110.9
million in deferred tax liabilities.

.. Deferred révenueflncludcd in net tangible assets is Omniture’s deferred févenue which represents advance payments
from customers related to subscription contracts and professional services. We estimated our obligation related to the
deferred revenue using the cost build-up approach. The cost build-up approach determines fair valué by estimating the costs
relating to supporting the obligation plus an assumed profit. The sum of the costs and assumed profit approximates, in theory,
the amount that we would be required to pay a third party to assume the obligation. The estimated costs to fulfill the
obligation were based on the near-term projected cost structure for:subscription and professional services, As a result, we
recorded an adjustment to reduce Omniture’s carrying value of deferred revenue by $39.7 million to $87.4 million, which
represents our estimate of the fair value of the contractual obligations assumed based on a preliminary valuation.

Identifiable intangible assets—EXxisting technology acquired primarily consists of Omniture’s SiteCatalyst Web
analytics, Omniture Test & Target, and HBX subscription service offerings and also consists of Omniture SiteSearch,
Omniture Merchandising and Omniture Insight products and subscription services. The preliminary estimated fair value of
the existing technology,vwas“determiried based on the present value of the expected cash flows to be generated by each
existing technology. Customer relationships consist of Ommniture’s ‘contractual relationships and customer loyalty related to
their enterprise and mid-market customers as well as partner customers that reséll Ommiture’s services to end users. Contract
backlog relates to subscription contracts and professional services. We will amortize the fair value of the contract backlog
based on the pattern in which the economic benefits will be consumed. Trademarks include the Omniture trade name as well
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as SiteCatalyst, Omniture. SearchCenter, Omniture Discover, Omniture: Genesis, -and HBX ‘product names. Non-compete
agreements include agreements with key Omniture employees that preclude them from competing against Omniture for a
period of two years. With the exception of contract backlog, we expect to amortize the fair value of these intangible assets on
a straight-line basis over their respective estimated useful lives.

In-process research and development—In-process research and development (“IPR&D”) was expensed to amortization
of purchased intangibles and incomplete technology in our Consolidated Statements of Income upon acquisition as it
represents incomplete Omniture research and development projects that had not reached technological feasibility and had no
alternative future use as of the date of the acquisition. Technological feasibility is established when an enterprise has
completed all planning, designing, coding, and testing activities that are necessary to establish that a product can be produced
to meet its design specifications including functions, features, and technical performarice requirements. The estimated fair
value of $4.6 million was determined by estimating the net cash flows expected to be generated from the project and
discounting the net cash flows to their present value. o R R

Goodwill—Approximately $1.3 billion has been allocated to goodwill. Goodwill represents the excess of the purchase price
over the fair value of the underlying acquired net tangible and intangible assets. The factors that contributed to the recognition of
goodwill included securing buyer-specific synergies that increase revenue and profits and are not otherwise available to a
marketplace participant, acquiring a talented workforce, and cost savings opportunities. The preliminary goodwill recorded in
connection with Omniture has been allocated to the Omniture and Creative Solutions reportable segments of $1.1 biltion and
$0.2 billion, respectively, based on expected revenue and cost synergies to be gained as a result of the acquisition.

Restructuring—$10.9 million in restructuring related primarily to costs for severance and associated benefits,
outplacement services, and cost of redundant facilities. See Note 11 for further details of the amounts accrued during 2009.

Taxes—As part of our accounting for the Omniture acquisition, a portion of the overall purchase price was allocated to
goodwill and acquired intangible assets. Amortization expense associated with acquired intangible assets is not deductible for
tax purposes. Thus, approximately $174.4 million, included in the net tangible assets, was established as a deferred tax
liability for the future amortization of the intangible assets. ‘ l

Any impairment charges made in the future associated with goodwill will not be tax deductible and will result in an
increased effective income tax rate in the quarter the impairment is recorded. a ‘ .

ProF. brma Results

The financial information in the table below summarizes the combined results of operations of Adobe and Omniture, on
a pro forma basis, as though the companies had been combined as of the beginning of the periods presented. The pro forma
financial information is presented for informational purposes only and is not indicative of the results of operations that would
have been achieved if the acquisition had taken place on November 29, 2008 and December 1, 2007 or of results that may
occur in the future. R o N o '

The following pro forma financial infb_rmation fd'r_ fiscal 2009 and 2008 combines the historical results for Adobe for the
years ended November 27, 2009 and November 28, 2008 and the historical results of Omnitire for the period January 1, 2009

through October 23, 2009 and the year ended December 31, 2008 (in thousands):

2009 ' 2008

Netrevenues ..............oooiiviiiiia, 0 83,168,731 .3 3,835,799
Net income.’.......... e PR R cieeieeoo $0 308904 $ 742,749
Basic net income pershare....... ... . ... ... SO L .. 8059 8 1.38
Shares used'in computing basic net income per share . . . . . . .. [P U 524,470 539,373
Diluted net income per share ..... ... ......... L e 8 058 $ - 1.35
Shares used in computing diluted net income per share. ............... e Lo 531,293 549,883
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~In addition to the acquisition of Omniture, we acquired one other company during fiscal 2009 for cash consideration of
approximately $35. 3 million. The 1mpact of this acquxsmon was not material to our consolidated balance sheets and results of
operations.

Fiscal 2008 Acquzsztlon

Durlng fiscal 2008, we completed one business comb1nat10n for cash consideration of approximately $4.3 million. This
acquisition was not material to our consolidated balance sheets and results of operations.

Fiscal 2007 Acquisitions

During fiscal 2007, we completed two business combinations and one asset acquisition for cash con51derat10n of $77.0
million. Both individually and in the aggregate, these acquisitions were not material to our consolidated balance sheets and
results of operations. See Note 7 for mformatzon regarding goodwill and purchased and other mtangzbles .

NOTE 3. CASH, CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS

Cash equlvalents consist of instruments with remalnmg maturities of three months or less at the date of purchase We
classify all of our cash equivalents and short-term investments as “available- for-sale.” These investments are free of trading
restrictions. We carry these investments at fair value, based on quoted market prices or other readily avallable market
information. Unrealized gains and losses, net of taxes, are included in accumulated other comprehenswe income, which is
reflected as a separate component of :stockholders’ equlty in our Consolidated Balance Sheets. Gains are recogmzed when
realized in our Consolidated Statements of Income. Losses are recognized as realized. When we have determlned that an
other-than-temporary decline in fair value has occurred the amount of the’ décline that is related to a credit loss is recognized
in earnings. Gains and losses are determmed using the specxﬁc 1dent1ﬁcat10n method.

Cash cash equlvalents and short-term mvestments consisted of the followmg as of November 27 2009 (1n thousands):

Amortized = - Unrealized Unrealized Estimated -
Cost o Gains +__Losses - Fair Value
Current assets:
Cash . .o e 8 75,110 $ — $ —  $ 75,110
Cash equivalents: o I

Money market mutual funds .......... ..o 884,240 — — 884,240
Bank deposits ... .0 i Ll e - 40,137 — — 40,137
~ Total cash equivalents ...............cc....... 924377 B — — 924377
- Total cash and cash equivalents................... - 999,487 — — 999 487

Short-term investments: < e )
United States treasury notes. .. ...........ooonnen 373,180 ‘ 3,199 €8 376,378
- United States government agency bonds. . .......... 59,447 . 273 e — - 59,720
Government guaranteed bonds. ........... DU 221,730 3,409 (D) © 225,138
Corporatg bonds . ...... e i e, . - 185,735 - - . 4,702 - e — 190,437
Obligations of foreign governments ... .... e e : 23,022 .- 397 — 23,419
Bonds of multi-lateral government agencies. . ....... 24,598 269 L — 24,867
SUBtOtAl . . v v 887,712 12,249 2) 899,959
Other marketable equity, securities ........ e e C 2,527 2,500 — 5,027
‘Total short-term investments . ... .. ... AU 890,239 14,749 (2) 904,986
Total cash, cash equwalents and short-term investments. $ 1,889,726 $ 14,749 $ (2) $ 1,904,473
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Cash, cash equwalents and short—term investments consisted of the followmg as.of November 28 2008 (in thousands)

Current assets:
Cash.................... e $
Cash equivalents: ~ ~ = = :
Money market mutual funds ...... PR N
Bank deposits ............ .. o i
. United States treasury notes.......... e A
Corporate bonds .............0.0. ... ..., BURTR
Total cash equivalents .........0....0....... PO
Total cash and cash equivalents...................
Short-term investments:
United States treasury notes. . ....". e e
Corporatebonds ...................... R
Obllgauons of foreign govemments e
Bonds of multi-lateral governnient agenmes. T
Subtotal ....................... e
Other marketable equity securities. e
" Total short-term investments .. . ...... ... ... ...

Total cash, cash equlvalents and short- term 1nvestments $

Um'eahzed

Amortlzed Unreahzed Estimated
Cost Gains Losses Fair Value
117,681 $ — $ — $ 117,681
682,148 = — 682,148
40,594 — — 40,594
35,992 7 — 35,999
10,028 — — 10,028
768,762 7 — 768,769
886,443 7 — 886,450
863,772 14,384 1) - 878,155
109,415 219 (997) 108,637
115,316 811 (33) 116,094
26,559 260 e " 26,819
1,115,062 15,674 ©(1,031) 1,129,705
2,773 274 — 3,047
1,117,835 ' 15,948 C(1,031) 1,132,752
2,004278 $__ 15955 $ _ (1,031) $_ 2,019,202

See Note 4 for further mformatzon regardmg the fatr value of our fi nanczal znstruments

The followmg table summarizes the fair value and gross unreahzed losses related to avallable for—sale securmes,
aggregated by investment category and length of time that individual securities have been in a continuous unrealized loss

position, at November 27, 2009 (in thousands):

Less Than 12 Months
Gross
Unrealized
o . .__Fair Value Losses »
United States treasury notes and agency bonds $ = 11,179 $ 1)
Government guaranteed bonds. ............ .. 5,041 €))
CTotal. L $ 16,220 §$ 2)

Total
: Gross
S Unrealized
Fair Value Losses
$ 11,179 § 1)
. 5,041 (1)
$___ 16220 § %)

As of November 27, 2009, there were no securmes in a continuous unrealized loss position for more than twelve

Inonths There were 4 securities that were in an unreahzed loss position at November 27, 2009

- The following table summarizes the fair value and gross unrealized losses related to avallable for—sale securities,
aggregated by investment category and Iength of time that individual securltles have been in & contlnuous unreahzed loss

position, at November 28, 2008 (1n thousands):

Less Than 12 Mnnths ) : Total
’ Gross Gross
. Unrealized i " Unrealized
o . ! . . Fair Value - Losses; . . + ' Fair Value Losses . -
United States treasury notes. . ... . PR U 37,400 $ 1) $ 37,400 $ (1)
Corporatebonds. . ....................... 67,606 (997) 67,606 997)
Obligations of foreign governments. . . ... ... 28,033 33) 28,033 33
Total.......... ... i $ 133,039 § (1,031) $ 133,039 § (1,031)

As of November 28, 2008, there were no securities in a continuous unrealized loss position for more than twelve

months. There were 33 securities that were in an unrealized loss position at November 28, 2008.
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The following table summarizes the cost and estimated fair value of debt securities classified as short-term investments
based on stated maturities as of November 27, 2009 (in thousands):

Amortized Estimated

o T ' Cost Fair Value
Due withinoneyear ............ R SN $ 385,828 $ 387,572
Due withintwo years ...........: e T e e e s 246,169 249,882
Due within three years ............. e e e 214,108 218,621
Dué after three years. . .......... U /U 41,607 43,884

Total............ooviiiii, R RRRREE: $ 887,712 § 899,959

We review our debt and marketable equity securities classified as short-term investments on a regular basis to evaluate
whether or not any security has experienced an other-than-temporary decline in fair value. We consider factors such as the
length of time and extent to which the market value has been less than the cost, the financial condition and near-term
prospects of the issuer and our intent to sell, or whether it is more likely than not we will be required to sell, the invéstment
before recovery of the investment’s amortized cost basis. If we believe that an other-than-temporary .decline exists in one of
these securities, we write down these investments to fair value. For debt securities, the portion of the write-down related to
credit loss would be recorded to interest and other income, net in our Consolidated Statements of Income. Any portion not
related to credit loss would be recorded to accumulated other comprehensive income, which is reflected as a separate
component of stockholders’ equity in our Consolidated Balance Sheets. For equity securities, the write-down would be
recorded to investment gains (losses), net in our Consolidated Statements of Income. As of November 27, 2009, we do not
consider any of our investments to be other-than-temporarily impaired.

NOTE 4. FAIR VALUE MEASUREMENTS

We measure certain financial assets and liabilities at fair value on a recurring basis. The fair value of these financial
assets and liabilities was determined using the following inputs at November 27, 2009 (in thousands): ‘ '

Fair Value Measurements at Reporting Date Using

Significant
Quoted Prices in * Other Significant
Active Markets for Observable Unobservable
- Identical Assets Inputs : Inputs
Total . (Level 1) (Level 2) (Level 3)
Current assets: ' ' '
Money market funds and overnight deposits®.... $ 924,378 . $ : <.924378 .$. - — 8 —
Fixed income available-for-sale securities®........ 899,960 _ _ — 899,960 I
Available-for-sale equity securities® ................. 5026 5060 — —
Total current assets 1,829,364 : © 929,404 - . 899,960 —
Non-current assets:
Investments of limited partrlership(f‘).»...;.-...' ....... ree 37,121 - N C— 37,121
Foreign currency derivatives® .........coveurerrcenenn. - 4,307 _ — - 4307 —
Deferred compénsation plan assets™: . D o ' _
Money market funds.........cccoovuv. SO & ¥/ 717 - e
Equity and fixed income mutual funds............ .~ 8328 = ‘ — ... 8328 L=
Subtotal for deferred compensation plan - S o AR :
assets:ii.i.. eerereiuees Veiorieeennenes eerreeeneies O C 9,045 oo T . 8,328 —
Total non-current assets : s a 50,473 - - : 71T 12,635 37,121
Total assets .......... SO R ST 1,879,837 % 930,121 § 912,595 § = 37,121
Liabilities: , L , ’ — |
Foreign currency derivatives® ........ccoeevereenn. .8 1,589 8. : — % . 1589 %  —
Total HADIIES «.c.veeveerreererrereereeriereereseeseeenesaneseesneens $ 1,589 § — $ 1,589 $ —
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The fair value of these financial assets and labilities was determined. using the following inputs at November 28; 2008
(in thousands): , ; e T TR SRR VI :

Fair Value Measurements at Reporting Date Using

Significant
Quoted Prices in Other - '“ -+~ Significant :
Active Markets for Observable - -, Unobservable
Identical Assets Inputs o+ .. Inputs
Total (Level 1) (Level 2) .. (Level3)
Current assets: ' B ‘ S
Money market funds and overnight deposits”.... $ 722,742 § 722,742 § — S —
Fixed income available-for-sale securities........ 1,175,732 — 1,175,732 —
Available-for-sale equity securities™ .................. 3047 3,047 = —
Total current assets 1901521 725,789 1,1757732 —
Non-current assets: o e e o o
Investments of limited partnership®.............. .~ 39,004 ~ '~ " oosf Lt 38,753
Foreign currency derivatives” ... 49,848 . — 49848 —
Deferred compensation plan assets™: = T o
Money market funds.............. SO (7 3 . 704 N L=
- Equity and fixed income mutual funds.......... . 6,856 . oo uie . == 7 06,856 : " —
- Subtotal for deferred compensation plan T AN e T o
ASSEES ..uireieerreiecerree e eeee e e e s e raaee s 7,560 <704 6,856 —
Total non-current assets 96,412 955 56,704 38,753
TOtAl SSELS ....oooooenrvveermrnnesseeereceseere s $ 1,997,933 $§ ~ 726744°$ 1232436 $ 38,753
Liabilities: : e e Sl e e o
Foreign currency derivatives® ............... i $ . 17398 . o= 800 1,739 8 —
Total liabilities .......ccocoverereririeieeeecce e $ 1,739 § — § 1,739 $ —
O]

Included in cash and cash equivalents on.our Consolidated Balance Sheets.

@ Included in either cash and cash equivalents or short-term investments on our Consolidated Balance Sheets.

®)  Included in short-term investments on our Consolidated Balance Sheets.
@ Included in other assets on our Consolidated Balance Sheets.

Included in prepaid expenses and other current asseﬁs on our Consolidated Balénce_ Shéefs. )

©  Included in acerued expenséé on our Consol_i;dated Balan'c’ev Sheets.

See Note 3 for further information regarding the fair value of our financial instruments.

Fixed income available-for-sale securities include U.S. treasury securities, Agency or U.S. ‘goveli‘t‘i»m'ent; guaranteed
securities (70% of total), corporate bonds (21% of total), obligations of foreign governments and their agencies (6% of total),
and obligations of multi-lateral government agencies (3% of total) at November 27, 2009 and U.S. treasury securities,
Agency or U.S. government guaranteed securities (78% of total), corporate bonds (10% of total), obligations of foreign
governments and their agencies (10% of total), and obligations of multi-lateral: government ;agencies: (2% of total) at
November 28, 2008. These are all high quality, investment grade securities with a minimum credit rating of A- and a
weighted average credit rating better than AA+. We value these securities based on pricing from pricing vendors, who may
use quoted prices in active markets for identical assets (Level 1 inputs) or inputs other than quoted prices that are observable
either directly or indirectly (Level 2 inputs) in determining fair value. However, we classify all of our fixed income available-
for-sale securities as having Level 2 inputs. Our procedures include controls to ensure that appropriate fair values are
recorded such as comparing prices obtained from multiple independent sources. I :
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The investments of limited partnership relate to our interest in Adobe Ventures IV L.P. (“Adobe Ventures”), which are
consolidated in our Consolrdated Financial Statements. The Level 1 investments of limited partnership relate to investments
in publicly-traded companies and the Level 3 investments consist of investments in privately-held companles These
investments are remeasured at fair value each period with any gains or losses recognized in investment gains (losses), net in
our Consolidated Statements of Income. We estimated fair value of the Level 3 investments by considering available
information such as. pricing in recent rounds of financing, current cash posmons earnings and cash flow forecasts, recent
operational performance. and any other readlly available market data. ;

A reconcrhatlon of the begrnmng :and ending balances for investments of limited partnershrp using significant
unobservable inputs (Level 3) as of November 27, 2009 and November 28,2008 was as follows (in thousands):

Balance as of November 30, 2007 ........................................ e 30,647

Purchases and sales of investments, net 363
Unrealized net investment gains 1ncluded in eamrngs 7,743
Balance as of November 28, 2008 .............o.lmevevreeeenns 38,753
Purchases and sales of investments, net:. 1,921
Unrealized net investment losses incl'uded 0 CAIMINZS ..vevveeveereeireree et ri ettt ete e st e sarsneses e san st ae st (3,553)
Balance as of November 27, 2009 .......... et ettt et — s — b he e b e b s b ettt a bbb sa e st en e ann s $ 37,121

We also have direct investments in privately-held companies accounted for under the cost method, which are
periodically assessed for other-than-temporary impairment. If we determine that an. other-than-temporary impairment has
occurred, we write-down the investment to its fair value. We estimated fair value of our cost method investments considering
available information such as pricing in recent rounds of financing, current cash positions, earnings and cash flow forecasts,
recent operational performance and any other readily available market data. During fiscal 2009, we determined that certain of
our cost method investments were other-than-temporarily impaired which resulted in a charge of $13.9 million, included in
investment gains (losses), net in our Consolidated Statements of Income. The fair value of cost method investments that
were impaired was estimated usmg Level 3 1nputs

See Note 8 for further mformatzon regardmg our limited partnersth znterest in Adobe Ventures and our cost method
investments.

NOTE 5. FINANCIAL INSTRUMENTS

Hedge Accounting

We recognrze derivative instruments and hedging actrvrtres as either assets or 11ab111t1es in our Consohdated Balance
Sheets and measure them at fair value. Gains and losses resulting from changes in fair value are accounted for dependmg on
the use of the derrvatrve and whether it is desrgnated and qualifies for hedge accountrng

Economic Hedgmg——Hedges of F orecasted Transactions

" Ini countries outside the U. S., we transact busrness in U.S. dollars and in various other currencies. In Europe and J. apan
transactions that are denominated in’ Euro ‘and Yen are subject to exposure from movements in exchangg rates. We may use
foreign exchange option contracts or forward contracts to hedge certain operational (“cash flow”) exposures resultmg from
changes-in foreign currency exchange rates. These foreign exchange contracts, carried at fair value, may have maturities
between one and twelve months. The maximum original duration of any contract is twelve months. We enter into these
foreign exchange contracts to hedge a portion of our forecasted foreign currency denominated revenue in the normal course
of business and accordingly, they are not speculative in nature.

To receive hedge accounting treatment, all hedging relationships are formally documented at the inception of the hedge,
and the hedges must be highly effective in offsetting changes to future cash flows on hedged transactions. We record changes
in the intrinsic value of these cash flow hedges in accumulated other comprehensive income in our Consolidated Balance
Sheets, until the forecasted transaction occurs. When the forecasted transaction occurs, we reclassify the related gain or loss
on the cash flow hedge to revenue. In the event the underlying forecasted transaction does not occur, or it becomes probable
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that it wrll not oceur, we reclassrfy the gam or loss on the related cash flow hedge from accumulated other comprehenswe
income to 1nterest and other i income, net in. our Consolidated Statements of Income at that time, For fiscal 2009, 2008 and
2007 there were no such gains or losses recognrzed in intetest and other 1ncome net relatmg to hedges of forecasted
transactlons that did not occur. :

We evaluate hedge effectrveness at the 1nceptron of the hedge prospectlvely as Well as retrospect1vely and record: any
ineffective portion of the hedging instruments in interest. and, other income, net ‘on our Consolidated:Statements of Income.
The net gain (loss) recognized in interest and other income, net for cash flow hedges due to hedge ineffectiveness was
insignificant for fiscal 2009, 2008 and 2007.. The time value of purchased denvatwe instruments is recorded in: interest and
other income, net in our; Consolidated Statements.of Income. : o

. The effect of derivative instruments designated as cash flow hedges and of derivative 1nstruments not desrgnated as
hedges in our Consohdated Statements of Income for fiscal 2009 was as follows (in thousands)

2009

- Foreign.-* - .- " Foreign®
Exchange sl . Exchange
Option . S - Forward |
. . Contracts o Contracts
Derivatives in cash flow hedging relationships: -
Net gain (loss) recognized in OCI, net of tax........cooveveeveerereveeererns $ ( 14 618) $ —
Net ga1n (loss) reclass1ﬁed from accumulated OCI 1nto 1ncomn.,, net . G oo S
Cof tax @i el el ST S URN % 27 138 % : R
- Netgain’ (loss) recognlzed in 1ncome( Y i feviniiannenden e $ (18,027) : $ o e
Denvatlves not desrgnated as hedgrng relat1onsh1ps . SRR
- Net gam (loss) recogmzed inincome™ ..l S G (14,407)

" Net change in the fair value of the effective por‘non classified i in other comprehens1ve mcome (“OCI”) R

@ Effective portion classified as revenue. o

®) Ineffective portion and amount excluded from effectiveness testing classified in interest and other income, net.

@ (Classified in interest and other income, net.

Balance Sheet Hedging Hedging of Foreign Currency Assets and Liabilities

We also hedge our net recognlzed forergn currency assets and l1ab111t1es with forelgn exchange forward contracts to
reduce the risk that our earnings and cash flows will be adversely affected by changes in exchange rates. These derivative
instruments hedge assets and liabilities that are denominated in foreign currencies and are carried at fair value with changes
in the fair value recorded to interest and other income, net in our Consolidated ‘Statements of Income, These derivative
instruments do not subject us to material balance sheet risk due to exchange rate movements because gains and losses on
these der1vat1ves are intended to offset gains and losses on the assets and liabilities bemg hedged As of November 27, 2009,
total notional amounts of outstandmg contracts were $154.9 million which 1nc1uded the notional equivalent of $87.6 million
in Euro, $22.9 million in Yen and $44.4 million in other fore1gn currencres At November 27 2009, the outstandmg balance
sheet hedgmg denvatlves had maturities of 90 days or less .
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The fair value of derivative mstruments in our Consohdated Balance Sheets as of November 217, 2009 were as follows
(in thousands): : : ‘ :

Fair Values of Derivative Instruments

) Asset Derivatives _ . Liability Derivatives
Balance Sheet ~ ' Balance Sheet

‘ Location ' ‘ Fair Value - Location Fair Value
Derivatives designated as hedging instruments: R ‘ LR
: " Prepaid expense

-and other - - ~ - Accrued
Foreign exchange option contracts".............. current assets ~ $ o 4175 - expenses © ' $ —
Derivatives not designated as hedgmg O TR e : SR
instruments: : ST
- Prepaid expense
and other Accrued
Foreign exchange forward CONtracts........ocu.... . current assets . 132 €Xpenses.. 1,589
Total AEriVALIVES ....v.vvervevrerereecerseriessrasseerensens e $ . 4307 . L . 1,589

) Hedging effectiveness expected to be recognized to income within the next twelve months.

Net gains (losses) recognized in interest and other income, net relating to balance sheet hedging for fiscal 2009, 2008
and 2007 were as follows (in thousands):

2009 2008 2007
Gain (loss) on foreign currency assets and liabilities: ’
Net realized gain (loss) recognized in other income. ................ $ 25,384 § (7,738) $ 13,388
Net unrealized (loss) gainrecognized in other income related to i , : :
instruments outstanding . .. ..... ... ... i (6,390). 5,223 (4,035)
: : . o 18,994 2,515 - 9,353 -
(Loss) gain on hedges of foreign currency assets and liabilities: : .
Net realized loss recognized in otherincome ...................... (11,872) (3,255) (8,394)
Net unrealized (loss) gain recognized in other income. ........ R (2,535) 3,920 1,887
' ' . (14,407) v 665 (6,507)
Net gain (loss) recognized in other income. . .. .... e $ 4587 '§ (1,850) $ . 2,846 -

Concentration of stk

Financial 1nstruments that potent1a11y subject us to concentratlons of credlt nsk are short—tenn investments, primarily
fixed-income securities, structured repurchase transactions, derivatives, hedging foreign currency and interest rate risk and
trade receivables.

Our investment portfolio consists of 1nvestment-grade secuntles dlver51ﬁed among securlty types, 1ndustr1es and issuers.
Our cash and investments are held and managed by recogmzed financial institutions that follow our investment policy. Our
policy limits the amount of credit exposure to any one security issue or issuer and we believe no significant concentration of
credit risk exists w1th respect to these investments.

- We mitigate concentratlon of risk related to fore1gn currency hedges through a policy that establishes counterpal’ty
limits. The bank counterparties in these contracts expose us to credit-related losses in the event of their nonperformance.
However, to mitigate that risk, we only contract with counterparties who meet our minimum requirements. under our
counterparty risk assessment process. In addition, our hedging policy establishes maximum limits for each counterparty We
monitor ratings, credit spreads and potential downgrades on at.least a quarterly basis. Based on our on-going assessment of
counterparty risk, we will adjust our exposure to various counterparties.
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The aggregate fair value, of derivative instruments.in net asset positions as of November 27, 2009 was $4.3 million. This
amount represents the maximum exposure to loss at the reporting date as a result of all of the counterparties failing to
perform as contracted. This exposure could be reduced by up to $1.6 million of liabilities included in master netting
arrangements with those same counterparties.

Credit risk in receivables is limited to OEMs, dealers and dlstrlbutors of hardware and software products to the retail
market, and to customers to whom we license software directly. A credit review is completed for our new distributors, dealers
and OEMs. We also perform ongoing credit evaluations of our customers’ financial condition and require letters of credit or
other guarantees, whenever deemed necessary. The credit limit given to the customer is based on our risk assessment of their
ability to pay, country risk and other factors and is not contingent on the resale of the product or on the collection of
payments from their customers: We also purchase credit insurance to mitigate credit risk in-some foreign markets where we
believe it is warranted. If we license our software to a customer where we have a reason to believe the customer’s ability to
pay is not probable, due to country risk or credit risk, we will not recognize the revenue. We will revert to recognizing the
revenue on a cash basis, assuming all other criteria for revenue recognmon has been met. See Note 20 for information
regarding our significant customers. »

We derive a significant portion of our OEM PostScript and Other licensing revenue from a small number of OEMs. Our
OEMs on occasion seek to renegotiate their royalty arrangements. We evaluate these requests on a case-by-case basis. If an
agreement is not reached, a customer may de01de to pursue other options, Wthh could result in 1ower llcensmg revenue for
us.

NOTE 6. PROPERTY AND EQUIPMENT

Property and equlpment net con51sted of the following as of November 27 2009 and November 28, 2008 (m
thousands): :

e S S 2000 © L 2008
Computers and equipment . ...........oiuuinnrenennnaais T . 409,595 - $§ © 331,235
Furniture and fixtures ... .. U 62,786 .7 . 56,253
Capital projects in-progress ........ e e e i et tea i 19,931 7,273
Leasehold improvements .......... ... ... .. it e e e - 152,200 .- 133,571
Land...........c 0 oo PP ’ o 86,493 . . 74,835
Buildings ......... ... ... ... e S 99,845 - .= 62,464
Total........ ... i e 830,850 665,631
Less accumulated deprematlon and amortlzatlon ......................... v o (442,718) o (352,594)

Property and equipment, Net. . . .. ...ttt $ 388,132 $ 313,037

Depreciation and amortization expense of property and equlpment for fiscal 2009 2008 and 2007 was $95 9 million,
$83. 3 m11hon and $73.2. m11110n respectlvely » ; : , .

NOTE 7. GOODWILL AND PURCHASED AND OTHER IN TANGIBLES
Goodwﬂl by reportable segment as of November 27, 2009 was as follows (in thousands)

2008 - - Acquisitions © - = Other” C 2009

Creative SOIUHONS . ..ottt e $ 956,011 $ 253,463 $ - 1,126 $ ¢+ 1,210,600
Knowledge Worker. ... .. SO 408,318 = — 2,255 . 410,573
BOMOIDIiSe. . .+ vvvt oo e S 298039 T (4310) 293,729
Platform ......................... ..... ' 265 ,518 ' — (398) ' 265,120
Print and Pubhshmg AP L - 206,844 - — - (311) ©206,533
Omniture ... ............ = 1,108,034 — 1,108,034

Goodwill ....0...... ORI S 087 2134730 $ 1,361,497 $7 ° (1,638) $ 3,494,589

@ Includes net reductions in goodwill of $5.2 million for tax related obligations associated with our acquisitions of
Macromedia and Accelio in addition to a facility lease obligation adjustment of $1.7 million related to Macromedia,

offset in part by foreign currency translation adjustments and other individually insignificant tax items.
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See Note 2 for further information regarding our acquisitions.

Purchased and other mtang1b1e assets net by reportable segment as of November 27, 2009 and November 28, 2008
were as follows (in thousands): : .

' 2009 2008 .
Creative Solutions........... P R $ 124178 $ 107,526
Knowledge WOTKET . . ... ..o\ttt 23,041 48,851
Enterprise.......... e e e 6,588 - 13,146
Platform . ... ... 9,159 ¢ 26,248
PrmtandPubhshmg....................;......; .................... 6,218 - 19,189
OMNItULE . ..o et i i e e i 358,204 —

Purchased and other intangible assets,net. . . ................ ... ... $ 527,388 $ 214,960

Purchased and other.,intangible assets subject to amortization as of November 27, 2009 were as follows (in thousands):

Accumulated
) o e . oo o Cost Amortization Net
Purchased technology . .. ........ e e et $ . 586952 $  (387,731) § 199,221
Localization. . ...... e ie e e e e e e TR fevieeeen. $000 20,284 8 -(15,222) - . . 5,062
Trademarks ..... T N B RN PR .. 172,030 . (104,953) - 67,077
Customer contracts and relationships . ... co.oovevvviiiiiiiiian.. < 363,922 (159,450) . 204,472
Other intangibles . ................ e S ST N ‘ - 54,535 (2,979) co 51,556
Total other intangible assets . ... ....ovvteeinn et o8 610,771 $. (282,604). § 328,167
Purchased and other intangible assets ... . ... PR U .08 1,197,723 8 (670,335) $ 527,388

Purchased and other intangible assets subject to amortization as of November 28, 2008 were as follows (in thousands):

Accumulated
S . . o : Cost Amortization -~ Net
Purchased technology .. .. ........... R S L 8 411,408 $ (338,608) $ 72,800
Localization.............. TS S L 8 23,751 § (6,156) - $ 17,595
Trademarks ...............cinieninai.. et e e 130,925 . (78,181) 52,744
Customer contracts and relationships ...... S P _ 198,891 (127,520) 71,371
Other intangibles . ......... - 800 (350) 450
Total other intangible assets, »........... T PSRRI 354,367 $ (212,207). $ 142,160
Purchased and other 1ntang1b1e assets. . .... I . B U $ 765,775 $ - (550,815) $ - 214,960

Amortization expense related to'purchaise& and other intangible assets was $151 3 million, $184.4 million and $216.3
million for fiscal 2009, 2008 and 2007, respectively. Of these amounts, for fiscal 2009 2008 and 2007 $88.3 million, $1 16 1
million and $145.4 mllhon respectlvely, was mcluded m cost of sales.

 Purchased and other Jintangible assets are amortlzed over their estlmated useful lives of 1 to 13 years. As of November
27, 2009, we expect amortization expense in future periods to be as follows (in thousands):

i : Lo : " Purchased - Other Intangible -

Fiscal Year ‘ - : e . o T - __Technology : Assets
2000 .o $ . 35830 % 100,403
2011 o O 32,446 58,494
2012 v cii il P [ e ' 30,840 S 22,068
2013 . B AP o 26,867 - 21,447
2014 ........ .. LU e el Liosoe 25,110 - 21,046
Thereafter:. .......... B TP e SUL IS SR U 48,128 ‘ 104,709
“Total'expected amOrtization eXPense. .. ... ...ivveruaviieeeaiven.ini. $ 199221 °$ : 328,167
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NOTE 8. OTHER ASSETS
Other assets as of November 27 2009 and November 28, 2008 con51sted of the followrng (1n thousands)

2009 2008

Acquired tights to use technology ... .. e e $ 84,313 § . 90,643
Investments ........... e " 63,526 - 76,589
Security and other deposits. .. ... . ... i 11,692 ' 16,087
Prepaid royalties . ... .ottt et e 12,059 9,026
Deferred compensatlonplan ASSEES L. 9,045 7,560
Restricted cash. . ... ... 4,650 7,361
Prepaid land lease . ..o ..o o e - 3,209 - 3,185
‘Prepaidrent .. .. .. R e e 1,377 2,658
Other. . ... e s 1,394 3,420

OHET @SSELS . . .« . v ettt ee ettt ettt et e $ 191265 $ 216,529

. Acquired r1ghts to use technology purchased during fiscal 2009 and fiscal 2008 was $6.0 million and $100.4 million,
respectively. Of the cost for fiscal 2008, an estimated $56.4 million was related to future licensing rights and has been
capitalized and is being amortized on a straight-line basis over the estimated useful lives up to fifteen years. Of the remaining
costs for fiscal 2008, we estimated that $27.2 million was related to historical use of licensing rights which was expensed as
cost of sales and the residual of $16.8 million for fiscal 2008 was expensed as general and administrative costs. In connection
with these licensing arrangements, we have the ability to acquire additional rights to use technology in the future. See Note
17 for further information regarding our contractual commitments. .

In general acquired rights to use technology are amortized over their estimated useful lives of 3 to'15 years."

. Included in investments are our indirect investments through our limited partnership interest in. Adobe Ventures of
approximately $37.1 million and $39.0 million as of November 27, 2009 and November 28, 2008, respectively, which is
consolidated in accordance with the provisions for consolidating variable interest entities. The partnership is controlled by
Granite Ventures, an independent venture capital firm and sole general partner of Adobe Ventures. We are the primary
beneficiary of Adobe Ventures and bear virtually all of the risks and rewards related to our ownership. Our investment in
Adobe Ventures does not have a significant impact on our consolidated financial position, results of operations or cash flows.

Adobe Ventures carries its investments in equity securities at estimated fair value and investment gains and losses are
included in our Consolidated Statements of Income. Substantially all of the investments held by Adobe Ventures at
November 27, 2009 and November 28, 2008 are not publicly traded and; therefore, there is no established market for these
securities. In order to determine the fair value of these investments, we use the most recent round of financing involving new
non-strategic investors or estimates of current market value made by Granite Ventures. It is-our policy to evaluate the fair
value of these investments held by Adobe Ventures, as well as our direct investments, on a regular basis. This evaluation
includes, but is not limited to, reviewing. each company’s cash position, financing needs, earnings and revenue outlook,
operational performance, management and ownership changes and competrtlon In the case of prrvately—held companies, this
evaluation is based on information that we request from these companies. ThlS information is not subject to the same
disclosure regulations as U.S. publicly traded companies and as such, the basis for these evaluations is subject to the timing
and the accuracy of the data received from these companies. See Note 4 for further mformatzon regardzng Adobe Ventures.

Also included in investments are our direct investments in prrvately—held compames of approximately $26.4 million and
$37.6 million as of November 27, 2009 and November 28, 2008, respectively, which are accounted for based on the cost
method. We assess these investments for impairment in value as circumstances dictate. See Note 4 for further information
regarding our cost method investments.

We entered into a Purchase and Sale Agreement, effective May 12, 2008, for the acquisition of real property located i in
Waltham, Massachusetts. We purchased the property upon completion of construction of an office building shell and core,
parking structure, and site improvements. The purchase price for the property was $44.7 million and closed on June 16, 2009.
We made an initial deposit of $7.0 million which was included in security and other deposits as of November 28, 2008 and
the remaining balance was paid at closing. This deposit was held in escrow until closing and then applied to the purchase
price:
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Other assets include the fair value, at inception, of the residual value guarantee associated with our leases on the
buildings we occupy as part of our corporate headquarters. The lease agreements for our. corporate headquarters provide for
residual value guarantees. The fair value of a residual value guarantee in lease agreements entered into after December 31,
2002, must be recognized as a liability on our Consolidated Balance Sheets. As such, we recognized $5.2 million and $3.0
million in liabilities, related to the extended East and West Towers and Almaden Tower leases, respectively. These liabilities
are recorded in other long-term liabilities with the offsetting entry recorded as prepaid rent in other assets. The balance is
being amortized to'the Consolidated Statements of Income over the life of the leases.: As of November 27, 2009 and.
November 28, 2008, the unamortized portion of the fair value of the residual value guarantees remaining in other long-term
11ab111t1es and prepaJd rent was $1.3 rmlhon and $2.6 million, respectrvely

NOTE 9. ACCRUED EXPENSES

Accrued expenses as of November 27, 2009 and November 28,2008 consisted of the followmg (m thousands)

v 2009 - R 2008
Accrued compensation and benefits. . . . . . . A P TS AP $. - 164352 § - - 177,760
Taxes payable .. .... P R T 11,879 . 21,760
Sales and marketmg allowances. N ‘ 32,774 28,127
Other. .. ... 0 . .. T e 210,641 172,322
ACCTUE EXPENSES .« o oo v ettt ettt e e e e e $ 419,646 $ 399,969

Other primarily includes general corporate accruals for corporate marketing programs, local and regional expenses, and
technical support. Other is also comprised of deferred rent related to office locatrons w1th rent escalatlons accrued royaltres
foreign currency derivatives and accrued interest on the credit facility.

NOTE 10. INCOME TAXES

Income before income taxes includes income from foreign operations of $422.4 million, $740.3. m11110n and $453 2
million for fiscal 2009, 2008 and 2007, respectively.

- The provision for income taxes for fiscal 2009, 2008 and 2007 consisted of the followmg (1n thousands):

2009° 2008 - 2007‘*’

Current: S e

United States federal . . ... .. ... it e $ - 152,840 $ 24,179 § 36,614

Foreign. . ... ol : 36,794 27,680 . 55 536

State and local . ... ... e S 25,427 ' 6,972 - 4,100
Total current. . ............ P S 215,061~ - 58831 96,250
Deferred: : o S ety

United States federal ..... e R e e e e 50,376 41,678 ; 50,640

Foreign. ........... DU 559 (9,693) (13,480)

State and local . . .. .. P - 4,635 25,518 23,007
Totaldeferred ....... ... 0. . ... il 55,570 57,503 - 60,167
Tax expense atiributable to employee stock plans .................. 44,381 90,360 ' 66,966

Provision for income taxes . . .. ...vuveeneeninennnn.! L SN 315012 $ 206,694 '$ 223,383

® Certam employee stock plan benefits in fiscal 2007 assoc1ated with the acqursltlon of Macromedla reduced goodw111
" See Note 7 for further information regarding our goodwill.
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Total income tax expense differs from the expected tax, expense (computed by multlplymg the UsS. federal statutory rate
of 35 % by 1ncome before income taxes) asa result of the followmg (1n thousands) .

2009 012008 ¢ vl 2007

Computed expected” tax expense ..... Gediath e NP S ol $ 245,532 8 - 377.478.+8 331,516 ¢
State tax expense, net of federal benefit......... ST e e i 75299 s 12,700 8,938
Tax-exempt INCOME . ... o oie cvdon v O TR R A, v v e (342)0 o (11L,123)
Taxcredits . ...t el e e (14127 0 e (12,873) . L (23,341)
Differences between statutory rate and foreign effective tax rate . ... .. (91,262) (132,470) (84,740)
Change in deferred tax asset valuation allowance. .................. 2,759 oo i(1105) . . 1,694 ¢
Stock-based compensation (net of tax deduction). .................. 6,085 5,457 2,587
Resolution of U.S..income tax exam for fiscal 2001 - 2004 years. ..... , - - Jo— e (20,712) G —
Foreign tax refund for fiscal 2000-2002 ............cc.vveenennnn. — (16,351) —
Domestic manufacturing deduction benefit........................ (7,525) (6,300) 4,419)
Tax charge for licensing Ommiture’s technology to foreign subsidiaries 161,701 . oo oo o g
Other, MEt . .ottt i e et e e e 4,050 . 1,212 Co 220

Provision for income taxes . .............oooiiiiiiiiiiiiii $ 315,012 . $ 206,694+ $ . 223383

Deferred Tax Asséts arrd Liabilities

The tax effects of the temporary drfferences that gave rise to s1gn1ﬁcant portrons of the deferred tax assets and lrab111t1es
as of November 28, 2008 and November 27, 2009 are presented below (m thousands)

2009 e 2008 -
Deferred tax assets: ' -
Acquired technology.’..". ... .. T S P ToLLEilod $ 937 °$ - 4497
Reserves and aCCrualS . . . ..o vttt e 68472 w2 71,174
Deferredrevenue. .................. e e e R 17441 . 46,200
Unrealized losses on investments. ............... . . AU, 15,263 T 710,350
Stock-based compensation............. e e e e e e 56,541 50,329
Net operating loss of acqulred COMPANIES. . .\ oottt e eeee e e 56,138 7,621
Credits ..........cocvevn.... R e 12,205 .-, . .- 19,130
Capitalized expenses. e e gt e ' ‘ 5,701 5,688
Other. . ..o e e e . . 11,603 . "3,538
Total gross deferred taxassets. .. i DN B 244301 . 218,527
Deferred tax asset valuation allowance . ... . .................. e e (4,283) (1,524)
- Total deferred tax @SsetS . . oot vve et e SR 240,018 . . 217,003
Deferred tax liabilities: - 4 o '
Deprecratronandamortlzatlon ...... - (11,975) B (3113)
Undistributed earnings of foreign sub31d1ar1es ................. e S (210,619) . (167, 760)
Acquired intangible assets ........ e e PR _(192,493) . (52, 745) -
Total deferred tax Habilities . ... ....... 00 oo, e (415,087) . (223,618)
Net deferred tax (liabilities)-assets. ... .70, ... T, . e $ (175,069) $ (6,615)

The deferred tax assets and liabilities for fiscal 2009 and fiscal 2008 include amounts related to various acquisitions..
The total change in deferred tax assets and liabilities i in fiscal 2009 1ncludes changes that are recorded to other comprehenswe
income, additional paid-in capital, goodwill and retained earnings.

We provide U.S. income taxes on the earnings of foreign subsidiaries unless the subsidiaries’ earnings are considered
permanently reinvested outside the U.S. To the extent that the foreign earnings previously treated as permanently reinvested
are repatriated, the related U.S. tax liability may be reduced by any foreign income taxes paid on these earnings. As of
November 27, 2009, the cumulative amount of earnings upon which U.S. income taxes have not been provided is
approximately $1.5 billion. The unrecognized deferred tax liability for these earnings is approximately $420.9 million.
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As of November 27, 2009, we have net operating loss carryforward ‘assets of approximately $135.0 milliori for federal,
$56.2 million for state and $1.6 million:related to foreign net operating losses. 'We also have fedetal and state tax credit
carryforwards of approximately $2.9 million ‘and $13.8 million, respectively. The net opefating loss carryforward- assets,
federal tax credits and foreign tax credits will expire in various years from fiscal 2014 through 2029. The state tax credit
carryforwards can be carried forward indefinitely. The net operating loss carryforward assets and certain credits are subject
to an annual limitation under Internal Revenue Code Section-382, but are expected to be fully realized. L

In addition, we have been tracking certain deferred tax attributes of $82.8 million which have not been recorded in the
financial statements pursuant to accounting standards related to stock-based compensation. These amounts are no longer
included in our gross.or net deferred tax assets. Pursuant to these standards, the benefit of these deferred tax assets will be
recorded to equity when they reduce taxes payable. o : o ‘ Pl e

A valuation allowance has been established for certain deferred tax assets related to the impairment of investments. At
the end of fiscal 2009, our valuation allowance was $4.3 million. ... . . e

Accounting for Uncertainty in Income Taxes .

" On December 1, 2007, we adopted new standards related to how tax benefits for uricert‘ai‘n\t‘e_xx positions are to be
recognized, measured, and derecognized in the financial statements. These standards also specify how liabilities for uncertain
tax positions should be classified on the balance sheet. The adoption of these standards resulted in an increase of $3.9 million
to both assets and unrecognized tax benefits in our Consolidated Balance Sheets as of the beginning of fiscal 2008. Upon
adoption, the gross liability for unrecognized tax benefits at December 1, 2007 ‘was $218.4 million, exclusive of interest and
penalties.

Prior to the adoption of this new accounting standard, we presented our estimated liability for unrecognized tax benefits
as a current liability. These new standards require liabilities for unrecognized tax benefits to be classified based on whether a
payment is expected to be made within the next 12 months. That is, amounts expected to be paid within the next 12 months
are to be classified as a current liability and all other amounts are to be classified ds'a non-current liability. As a result of
adopting these standards, we Teclassified $197.7 million from current income taxes payablé to-long-term income taxes
payable, including accrued interest in our Consolidated Balance Sheets. CL s AT -

~ Prior to the adoption of this new accounting standard, we presented our estimated state, local and interest liabilities net
of the estimated benefit we expect to receive from deducting such payments on future tax returns (i.e., on a “net” basis).
These standards require this estimated benefit to be classified as a deferred tax asset instead of a reduction of the overall
liability (i.e., on a “gross” basis). Accordingly, we recognized additional deferred income tax assets of $3.9 million to present
the unrecognized tax benefits as gross amounts in. our Consolidated Balance Sheets: . -

We classify interest and penalties on unrecognized tax benefits as income tax expense. ‘As of December 1, 2007, the
combined amount of accrued interest and penalties related to tax positions taken on our tax returns and included in non-
current income taxes payable was approximately $42.8 million. - - ‘ S

During fiscal 2009 and 2008, our aggregate changes.in our total gross amount of unrecognized tax benefits are
summarized as follows (in thousands): ceoe L g

2009 2008

Beginning balance .. . ... T PE T ST PR a8 139,549 §. 201,808
Gross increases in unrecognized tax benefits — prior year tax positions . ... .. L 43,173 . 14,009
Gross increases in unrecognized tax benefits — current year tax positions. ........ 42,422 11,350
Settlements with taxing authorities. ........... ... 429) -+ - (81,213)
Lapse of statute of limitations ... .. ............. B TR (12,585) . .(3,512)
Foreign exchange gains and losses . . ... . . e RN 1) L ; (2,893)
Ending balance.. . . . .....cooo..n... e e e $ 218,040 § 139,549

As of November 27 , 2009, the combined amount of accrued interest and penalties related to tax positions': taken on our
tax returns and included in non-current income taxes payable was approximately $16.6 million. L
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-We file:ncome tax returns in the U.S. on a federal basis and in many U.S. state and foreign jurigdictions. We are subject
to the continual examination of our income tax returns by the IRS and other domestic and foreign tax authorities. Our major
tax jurisdictions are the U.S.; Ireland and California. For California, Ireland and the U.S., the earliest fiscal years open for
examination are 2001, 2004 and 2005, respectively. We regularly assess-the likelihood of outcomes. resulting from these
examinations to determine the adequacy of our provision for income taxes and have reserved for potential adjustments that
may result from the current:examination. We believe such estimates to be reasonable; however, there can be no assurance that
the final determ1nat10n of any of these exammatlons Wlll not have an adverse effect on our operatlng results and ﬁnancral
posmon

The t1m1ng of the resolut1on of income tax exammatlons is hlghly uncertain as are the amounts and tlmmg of tax
payments that are part of any audit settlement process. These events could cause large. fluctuations in the balance sheet
classification of current and non-current assets and liabilities. The Company believes that before the end of fiscal 2010, it is
reasonably possible that either certain audits will conclude or statutes of limitations on certain income tax examination
periods will expire, or both. Given the uncertainties described above, we can only determine a range of estimated potential
decreases in underlying unrecognized tax benefits equal to $0 to approximately $10 million. These amounts would decrease
income tax expense under current GAAP related to income taxes and as a result of our adopt1on of new accounting standards
related to ‘businéss combmatlons in fiscal 2010 (see Note 7). Under the new guldance related to business combinations,
adjustments to ‘acquired in¢ome tax liabilities (including adjustments for acqu1s1t1ons completed prior to the effective date)
that are recorded subsequent to thé-acquisition date will be reco gnized i in income from contmulng operatlons with certain
exceptlons if'stich changes occur after the measurement penod

NOTE 11. RESTRUCTURING
2009 Restructurlng Plan Charges

On November lO 2009 we 1n1t1ated a restructurlng plan to appropnately ahgn our costs in connectlon with our ﬁscal
2010 operatrng plan. impacting up to approximately 630 full-time positions worldwide. In connection with this restructuring
plan, in the fourth quarter of fiscal 2009, we recorded restructuring charges of approximately $25.5 million related to ongoing
termination benefits for the elimination of approximately 340 of these full-time positions worldwide. As of November 27,
2009, approximately $2.5 million was 'paid. The remaining accrual associated with these ‘ongoing termination benefits is
expected to be paid during fiscal 2010. The restructuring activities related to this program affect only those’ employees that
were assocrated Wltl’l Adobe pr1or to the acqu1s1t10n of Ommture lnc on October 23 2009.

Beginning in the first quarter of fiscal 2010, we expect to incur up to approx1mately $18 million related to the
consolidation of leased facilities. : . , t

The following table sets forth a summary of Adobe restruc,turing activ_ities during ﬁscal 2009'(in thousands): .

" November28, - Costs Cash’ ' Other November 27,
2008 Incurred Payments Adjustments - 2009

Termination benefits.................... $ — 3 25521 $ 2,537) $ —$ 22,984

Accrued restructunng charges of approximately $23.0 mllllon at November 217, 2009 1s recorded in accrued
restructuring, current in our Consolidated Balance Sheets. '

Ommniture Restructuring Charges

We completed our acquisition of Omniture on October 23, 2009. In the fourth quarter of ﬁscal 2009, we initiated a plan
to restructure the pre-merger operations of Omniture to ehmmate certain duplicative activities, focus our resources on future
growth opportunities and reduce our cost structure. In connection with this restructuring plan, we accrued a total of
approximately $10.6 million in costs related to termination benefits for the elimination of approx1mately 100 regular
positions and:for the closure of duplicative facilities. We also accrued approximately $0.2 ‘million in costs related to the
cancellation of certain contracts associated with the wind-down of subsidiaries and other service contracts held by Omniture.
Restructuring charges related to the Omniture acquisition were recorded as a part of the purchase price allocation, as
discussed in Note 2 and have been accrued for as of November 27, 2009.
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The following table sets forth a summary of preliminary restructuring activities during fiscal 2009 (in thousands):

- November 28, Costs . . . Cash. - Other November 27,
R 2008 : Recorded Payments .. . Adjustments 2009
Termination benefits..........c.o.e.... $ .. — 8 6,704.. $ — & 8% 6,712
Cost of closing redundant ; S e ' :
facilitieS...ocverereenieneeeeeere e W — 3,914 — ~ 19 , 3,933
Contract termination............c.....s. : — : 242 — ‘ , — 242
TOtalurecreireeeeeneeee e e W $ , — 3 10,860 $ —  § . 278 . 10,887

Accrued restructuring charges of approximately $10.9 million at November 27, 2009 include $8.6 million recorded in
accrued restructuring, current and $2.3 million related to long-term facilities obligations recorded in accrued restructuring,
non-cuitent in our Consolidated Balance Sheets. We expect to pay accrued termination benefits during fiscal 2010. We
expect to pay facilities-related liabilities through fiscal 2013. Included in the other adjustments column are foreign currency
translation adjustments.

Additionally, approximately $1.5 million of restructuring costs related to facilities were included in the liabilities
assumed by us upon acquisition of Omniture on October 23, 2009 for which subsequent payments of $0.1 million were made
during the fourth quarter of fiscal 2009. Restructuring costs related to these facilities were approximately $1.4 million at
November 27, 2009 with $1.2 million recorded in accrued restructuring, current and $0.2 million related to long-term
facilities obligations recorded in accrued restructuring, non-current in our Consolidated Balance Sheets. We expect to pay
these facilities-related liabilities through fiscal 2013. ‘ : o

2008 Restructuring Plan Charges

In the fourth quarter of fiscal 2008, we -initiated a restructuring program, consisting of reductions in workforce .of
approximately 560 full-time positions globally and the consolidation of facilities, in order to reduce our operating costs and
focus our resources on key strategic. priorities. In connection with this restructuring program, we recorded restructuring
charges in the fourth quarter of fiscal 2008 totaling $29.2 million related to-ongoing termination benefits for the elimination
of approximately 460 of the 560 full-time positions globally. As of November 28,2008, $0.4 million was paid. -

During fiscal 2009, we continued to implement restructuring activities under this program. We vacated approximately
89,000 square feet of research and development and sales facilities in the U.S., the United Kingdom and Canada. We accrued
$8.5 million for the fair value of our future contractual obligations under these operating leases using our credit-adjusted risk-
free interest rate, estimated at approximately 6% as of the date we ceased to use the leased properties. This amount is net of
the fair value of future estimated sublease income of approximately $4.4 million. We also recorded additional charges of $6.7
million for termination benefits for the elimination of substantially all of the remaining 100 full-time positions expected to be
terminated. ) ‘

The following table sets forth a summary of Adobe restructuring activities during fiscal 2009 (in thousands):

November 28, Costs Cash ) Other November 27,

' 2008 - Incurred Payments ©© Adjustments : 2009
Termination benefits................... $ 28,759 §° 6,722 $+  (34,191) $ 233 % ' 1,057
Cost of closing redundant ‘ e ‘

FACIlItIES oo o 8,514 (5,380) - - 248 3,382
Total..cooevrecieercieeeec e $ 28,759 $ 15,236 $ (39,571) $ o 15 °$ 4,439

Accrued restructuring charges of approximately $4.4 million at November 27, 2009 include $1.9 million recorded in
accrued restructuring, current and $2.5 million related to long-term facilities obligations recorded in accrued restructuring,
non-current in our Consolidated Balance Sheets. Total costs incurred to date and expected to be incurred for. closing
redundant facilities are $44.5 million and $44.7 million, respectively. We have substantially paid all of the accrued
termination benefits during fiscal 2009. We expect to pay facilities-related liabilities through fiscal 2013. ‘ '

Included in the other adjustments column are foreign currency translation adjustments of $0.6 million and small
changes to previous estimates. ’ - : ' L » S
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Macromedia Merger Restructuring Charges

We completed our-acquisition of Macromedia on December 3, 2005. In connection with this acquisition, we initiated
plans to restructure both the pre-merger operations of Adobe and Macromedia to eliminate certain duplicative activities,
focus our resources on future growth opportunities’ and reduce our cost structure. In connection with the worldwide
restructuring plan, we recognized costs related to termination benefits for employee positions that were eliminated and for the
closure of duplicative facilities. We also recognized costs related to the cancellation of certain contracts associated with the
wind-down of subsidiaries and other service contracts held by Macromedia. Costs for termination benefits and contract
terminations were completed during fiscal 2007. Total costs incurred were $27.0 million and $3.2 million, respectively..

The following table sets forth a summary of Macromedia restructuring activities during fiscal 2009 (m thousands):

November 28 Cash o - .Other . November 27,‘

2008 " Payments . T Adjustments “ ' 2009
12,168 $ 6675) $ @870 $ 5006
97 (889) . T (80) 8
13,145 § (7,564) g (567) $ 5,014

Accrued restructurmg charges of approx1mate1y $5.0 mllhon at November 27, 2009 related to facﬂltles obhgatlons
include $3.1 million recorded in accrued restructuring, current and $1.9 million recorded in accrued restructurmg, non-current
in our Consolidated Balance Sheets. We expect to pay these liabilities through fiscal 2012.

Included in the other adjustments column is a change to previous estimates of $0.6 million offset in part by small
foreign currency translation adjustments. Included in the change in previous estimates of $0.6 million is an adjustment of
$1.7 million associated with an accrual for a leased facility that was included in"the purchase price of Macromedia as an
assumed liability. During the third quarter of fiscal 2009, adjustments were made to the liability for this lease facility that
were recorded as a reduction to Macromedia goodwill. Accordmply, durlng fiscal 2009 $1 1 m1111on represents adjustments
recorded as an increase to restructuring charges.

' The follqwihg ~table sets forth a suﬁimary of Macromedia res.tructuring activities during fiscal 2008 (in thcusa_r_lds): :

November 30, Cash " Other November 28,

2007 Payments " Adjustments 2008
Cost of closing redundant facilities............. $ 162838 (7187) S 3072 $ 12,168
(0 1 ST 1,435 (147) 311) 977
X PSR S $ 17,718 $ (7334) - $ 2,761 $ 13,145

" Accrued restructuring charges of $13.1 million at November 28, 2008 includes $6.9 million recorded in accrued
restructurmg, current and $6.2 million, related to long-term: facilities obligations, recorded in accrued. restructurmg, non-
current in our Consolidated Balance Sheets. Included in the other adjustments column is a change to previous estimates,
recorded as a current period expense, associated with closing redundant facilities as a result of the Macromedia acquisition as
‘well as the net effect of foreign currency changes.

NOTE 12. BENEFIT PLANS
Retirement Sarzings Plan

In 1987, we adopted an Employee Investment Plan, quahﬁed under Section 401(k) of the Internal Revenue Code, which
is a retirement savings plan covering substantlally all of our U.S. employees now referred to as the Adobe 401(k) Retirement
Savings Plan. Under the plan, eligible employees may contribute up to 65% of their pretdx or after-tax salary, subject to the
Internal Revenue: Service annual contribution limits. In fiscal 2009, we matched 50% of the first 6% of the employee’s
eligible compensation. We contributed $15.1 million, $16.6 million and $14.5 million in fiscal 2009, 2008 and 2007,
respectively. We can terminate matching contributions at our discretion.
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Profit Sharing Plan

We have a profit sharing plan that provides for profit sharing paymeits to all eligible employees following each quarter
in which we achieve at'least 75% of our budgeted earnings for the quarter for fiscal 2009 and 80% of our budgeted earnmgs
for the quarter for fiscal years 2008 and 2007. The plan, as well as the annual operating budget on which the plan is based, is
approved by our Board of Directors. We contributed $13.3 million, $73.8 million and $67.6 million to the plan in fiscal 2009
2008 and 2007, respectively. The profit sharing plan has been discontinued effective for ﬁscal 2010.

Deferred Compensatlon Plan

On September 21, 2006, the Board of Directors approved the Adobe Systems Incorporated Deferred Compensation Plan,
effective December 2, 2006 (the “Deferred Compensation Plan”). The Deferred Compensation Plan is an unfunded, non-
qualified, deferred compensation arrangement under which certain executives and members of the Board of Directors are able
to defer a portion of their annual compensation. Participants may elect to contribute up to 75% of their base salary. and 100%
of other specified compensation, including commissions, bonuses, performance-based and time-based restricted stock units,
and directors’ fees. Partlc1pants are able to elect the payment of benefits to begin on a specified date at least three years after
the end of the plan year in which the election is made in the form. of a lump, sum or annual installments over five, ten or
fifteen years. Upon termination of a participant’s employment with Adobe such part1c1pant will receive a distribution in the
form of a lump sum payment All distributions will be made in cash, except for deferred performance-based and time-based
restricted stock units which Wlll be settled in stock. As of November 27, 2009 and November 28, 2008, the invested amounts
under the Deferred Compensat1on Plan total $9.0 million and $7 6 million, respectlvely and were recorded as other assets on
our Consohdated Balance, Sheets. As of November 27, 2009 and November, 28, 2008, $9.0 million and $7.6 million,
respectively, was recorded as long-term liabilities to recognize undistributed deferred compensation due to employees.

NOTE 13. STOCK-BASED COMPENSATION 7
We have the following stock-based compensation plans and programs:..
Stock Option Plans

Our stock option program is a long-term retention program that is intended to attract, retain and provide incentives for
talented employees, officers and directors, and to align stockholder and employee interests. Currently, we grant options from
the (i) 2003 Equity Incentive Plan, as amended (2003 Plan”), and the 2005. Equity: Incentive Assumption Plan. (2005
Assumption Plan”). These plans are collectxvely referred to in the followmg d1scuss1on as “the Plans.” Under the Plans,
options can be granted to all employees, including executive ‘officers, outside consultants.and non-employee directors. The
Plans will continue until the eatlier of (i) termination by the Board or (ii) the date on which all of the shares available for
issuance under the plan have been issued and restrictions on issued shares have lapsed. Option. vesting periods are generally
four years for all of the Plans. Options granted under the Plans generally exp1re seven years from the effect1ve date of grant.

As of November 27,2009, we had reserved 110. 3 million and 4.0 m1lhon shares of common stock for i 1ssuance under our
2003. Plan and 2005 Assumption Plan, respectively. As of November 27, 2009 we had 42.7 million and 2.9 million shares
available for grant under our 2003 Plan and 2005 Assumption Plan, respectwely _ ,

Employee Stock Purchase Plan

Our 1997 Employee Stock Purchase Plan (“ESPP”) allows el1g1ble employee part1c1pants to.purchase shares of.our
common stock at a discount through payroll deductions. The ESPP consists of a twenty-four month offering period with four
s1x—month purchase periods in each offering period. Employees purchase shares in each purchase period at 85% of the market,
value of our common stock at either the beginning of the offering period or the end of the purchase period, whichever price is
lower. The ESPP will continue until the earlier of (i) term1nat1on by the Board or (11) the date on which all of the shares
available for issuance under the plan have been issued. -

As of November 27, 2009, we had reserved 76.0 million shares of our common stock for issuance under the ESPP and
approximately 12.3 million shares remain available for future issuance.
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Restricted Stock Plan

.~ We grant.restricted stock awards and performance awards to officers and -key.employees.under our Amended 1994
Performance and Restricted. Stock Plan (“Restr1cted Stock Plan”). We.can also grant restricted stock units to all eligible
employees under the Restricted Stock Plan and the. 2003 Plan. Restricted stock awards issued under these plans vest.annually
over. three years. Performance awards. and restricted stock units issued under.these plans generally vest over four years,the
majority of which vest 25% annually;, certain other restricted stock. units vest 50% on-the second anniversary and 25%.on
each of the third and fourth anniversaries.

As of November 27, 2009, we had reserved 16.0 m1ll1on shares of our common stock for issuance under the Restricted
Stock Plan and approx1mate1y 0. 3 m1ll1on shares were ava11able for gtant. ‘

Pe;formance Share Programs.

" Effective January 26, 2009, the Executive Compensatlon Committee adopted the 2009 Performance Share Program (the
“2009 Program™). The purpose ‘of the 2009 Program is to align key management and senior leadership with stockholders’
interests and to retain key employees. The measurement period for the 2009 Program is our fiscal 2009 year. All members of
our executive management and other key senior leaders ate participating in the 2009-Program. ‘Awards granted under the
2009 Program were granted in the form of performance shares pursuant to the terms of our 2003 Equity Incentive Plan. If
pre-determined performance goals are mét, shares of stock will be granted to the recipient, with 25% vestmg on the later of
the date of certification of achievement or the first anniversary date of the grant, and the remaining 75 % vestmg evenly on the
following thrée annual anniversary dates of the grant, contingent upon the recipient’s’ continued - service to Adobe.
Participants in the 2009 Program have the ability to receive up to 115% of the target number of shares ‘or1g1nally granted.

Issuance of Shares

Upon exercise of stock options, vesting of restricted stock and performance shares, and purchases of shares under the
ESPP, we will issue treasury stock. If treasury stock is not available, common stock will be issued. In order to minimize the
impact of on-going dilution from exercises of stock options and vesting of restricted stock and’ performance shares, we
instituted a stock repurchase program. See Note 14 for information regarding our stock repurchase programs.

Valuation of Stock-Based Compensation

Stock-based compensat1on cost is‘measured at the grant date based on the fair value of the award. We currently use the
Black-Schioles option pricing model to: determine the fair value of stock options and ESPP shares. The defermination of the
fair value of stock-based payment awards on the date of grant using ani option pricing model is affected by our stock price as
well as assumptions regarding a number of complex and subjective variables. These variables include our-expected stock
price volatility over the expected term of the awards; actual and prOJected employee stock optron exercise behav1ors a I'lSk-‘
free mterest rate and any expected drvrdends

We estimate the expected term of optrons granted by calculatmg the average term from our historical stock opt1on
exercise experience. We estimate the volatility of our commen stock by using implied volat1l1ty in market traded options. Our
decision to use implied volatility was based upon the availability of actively ‘traded options on our common stock and our
assessment that implied volatility is more representative of future stock price trends than historical volatility. We base the
risk-free interest rate that we use in the option valuation model on zero-coupon yields implied by U.S. Treasury issues with
remaining terms similar to the expected term on the options. We do not anticipate paying any cash dividends in the
foreseeable future and therefore use'an expected dividend yield of zero in the option' valuation model. We are required to
estimate forfeitures at the time of grant and revise those estimates in subsequent periods if'actual forfeitures differ from those
estimates. We use historical data to estimate pre—vestmg option forfe1tures and record stock based compensat1on expense
only for those awards that are expected to vest. : .

The assumptions used to Value our optlon grants were as follows

. I Fiscal Years o
. 2009 : C 2008 2007
Expected term (inyears) ..............ovvnnn.. 3.0-4.1 23-47 35-4.38
Volatility ......... ..o, 34 -57% 32 -60% 30-39%
Risk-free interestrate ......................... 1.16 - 2.24% 1.70 — 3.50% 3.60-5.10%
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The expected term of ESPP shares is the average of the remaining purchase periods under each offering period. The
assumptions used to value employee stock purchase rights were as follows:

Fiscal Years

o 2009 2008 2007
Expected term (in years) ...... e e . 05-20 05-2.0 0.5-2.0
Volatility . vvovve et 40— 57%. 30-36% 30-33%

Risk-free interestrate ............. U o 0.27-1.05% 2.12-3. 29% 4 79 5. 11%

We recognize the estimated compensation' cost of restricted stock awards and restricted stock units, net- of estimated
forfeitures, over the vesting term The estlmated compensation cost is based on the fair value of our common stock on the
date of grant. SR

We recognize the estimated compensation cost of performance shares, net of estimated forfeitures. The awards are
earned upon attainment of identified performance goals, some of which contain discretionary metrics. As such, these awards.
are re-valued based on our traded stock price at the end of each reporting period. If the discretion is removed, the award will
be classified as a fixed equity award. The fair value of the awards will be based on the measurement date, which is the. date
the award becomes fixed. The awards will be subsequently amortized over the remaining performance period.

Summary of Stock Options

Option activity under our stock optlon program for fiscal years 2009, 2008 and 2007 was as follows (shares 1n
thousands): '

Outstandmg Optmns

Weighted

Average

Number.of | Exercise

' Shares Price

December 1,2006. . ....... i, ST Lo T NP SR 61,731 +$ - o 2419
Granted. . . oottt e e e 10,084 ’ Coe 14036
BXEICISEA . . oottt et et e e (21 368) 21.18
Cancelled . . ..ottt i ~ (2,705) e 3318
November 30, 2007 . . . oottt it 47,742 $ 28.47
Granted ....... A e e e e e C 5462 .o 35,08
CBXErCiSed . L i it e e e it P Ll (9,983) v ~. 2545
“Cancelled. . .... T ST S e e o (2,517 o 3534
Novembet 28, 2008. .. ...\ttt ST U i i R 40,704 $ 29:67
Granted ............ S R T A sl ‘ 5758 2290
EBXEICISEA .« - o o et et e e e e e e e e e e T (7,560) ' 17.15
Cancelled . . .. o e (3,160) 33.57
Increase due to acqUiSItION . . .. .... ..ottt 5,509 e 20015
November 27,2009, . ... ovvvvnieninrnns DU bt e e 41251  § .. 2945

The weighted average fair values of optlons granted durlng fiscal 2009, 2008 and 2007 were $8.39, $10.32 and $12.37,
respectlvely ‘ :

The total intrinsic value of optlons exer(:lsed during fiscal 2009 2008 and 2007 was $91.8 million, $142.4 million and
$463.6 million, respectwely The intrinsic value is calculated as the difference between the market value on the date of
exercise and the exercise price of the shares. :
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Information regarding the stock options outstanding at November 27, 2009, November 28, 2008 and November 30,
2007 is summarized below: :

Weighted
Average
, Weighted Remaining Aggregate
Number of Average © " Contractual = Intrinsic
Shares Exercise Life Value®”
: (thousands) ) Price (years) ' (millions)
As of November 27, 2009
Options outstanding ................. : 41,251 . .8 29.45 - - 433 $ 295.8
Options.vested and expected to vest . ... 39,322 ... ..§ 2954 .. 4240 $ 279.1
Options exercisable.................. 26,677 3 29.85 3.54 $ 181.7
As of November 28, 2008 | o o o
Options outstanding ©............. U 40,704 3 29.67 4.00 8 76.1
Options vested and expected to Vest 38,975 $ '29.36 387 % 76.1
Options exercisable.................. 28,034 $ 2661 . 328§ 76.1
As of November 30, 2007 .
Options outstanding ................. 47,742 $ 28.47 436 $ 654.2
Options. vested and expected to vest ... - 43,067 -$ 27.68 4.19 $ 623.8
Options exercisable. ................. 29,387 $ 23.77 3.38 $ 539.8

®)- - The intrinsic value is calculated as the difference between the market value as of end of the fiscal year and the exercise
price of the shares. As reported by the NASDAQ Global Select Market, the market values as of November 27, 2009,

November 28, 2008 and November 30, 2007 were $35.38, $23.16 and $42.14, respectively.
. All stock options granted to current executive officers are made after a review by and with the approval of the Executive
Compensation Committee of the Board of Directors.

Silminary of Employee Stock Purchase Plan Shares

~ The welghted average subscrlptlon date fair value of shares under the ESPP durlng fiscal 2009, 2008 and 2007 were
$5. 43, $9.56 and $12.03, respectively. Employees purchased 3.2 million shares at an average price of $19.04, 2.4 million
shares at an average price of $30.40, and 2.6 million shares at an average price of $25.24, respectively, for fiscal 2009, 2008
and 2007. The intrinsic value.of shares purchased during fiscal 2009, 2008 and 2007 was $21.7 million, $25.0 million and
$39.8 million, respectively. The intrinsic value is calculated as the difference between the market value on the date of
purchase and the purchase price of the shares. L

Summary of Restricted Stock -
Restricted stock award aetivity for fiscal 2009, 2008 and 2007 was as follows (shares in thousands):

2009 ’ ' " 2008 T 2007 |

Weighted ‘Weighted Weighted
o : Average . . . Average . e ‘. Average

’ ‘Non-ve‘sted Grant Date Non-vested \,_Gl‘al'lt Date .~ Non-vested .. Grant Date

' Shares Fair Value Shares __Fair Valie Shares o Fair Value
Beginning outstanding balance 4 $ 39.31 21 $ 36.41 501 'S 9.17
Awarded. ................. — — — — 5 40.03
Released. ... ... e (1) 38.22 (15) 34.94 (92) 29.32
Forfeited. ................. — — ® 39.95 (393) 4.77
Ending outstanding balance . . 3 8 40.01 4 39.31 21§ 36.41
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. The total fair value of restricted stock awards ‘vested during fiscal 2009, 2008 and 2007 was $39.4 thousand, $0 5
m11110n and $0.7 million, respectively. .

Restricted stock awards are considered outstanding at the time of grant, as the stock award holders are ent1tled to
dividends: and voting rights. Unvested restricted stock awards are not considered outstanding in the computation of basic
earnings per share:" -

Restricted stock unit activity for fiscal years 2009, 2008 and 2007 was as follows (in thousands):

2009 2008 - 2007

Beginning outstanding balance. .. .............ooiiiiiii... AU 4,261 1,701 —
Awarded........... ...t PO e . 6,176 3,177 1,771
Released......... A S DT O P P Sooh(L162) 0 (422) —
Forfeited. . .ot e (401) (195) (70)
Increase due t0 aCqUISTHION . . . . ..ot vttt e 1,559 — —
Ending outstanding balance..... ... ........ O i 10,433 4,261 © 1,701

The Welghted etverage grant date fair values. of restricted stock:units granted during fiscal 2009, 2008-and 2007 were
$27.74; $33.55 and $39.67, réspectively. The total fair value of restricted stock units vested durmg fiscal 2009 and 2008 was
$27.1 million and $14.4 million, respectively.. ‘ . s

Information regarding restricted stock units outstanding at the end of fiscal 2009, 2008 and 2007 is summarized below:

" Weighted

Average
Remaining Aggregate
Number of Contractual Intrinsic
. Shares . . Life - co Value(*)

_ (thousands) o (years) (millions)
2009 . . N » . PR
Restricted stock units outstanding . . ................... - 10433 ‘ 1.82 $ 369.1
Restricted stock unlts vested and expected to vest ........ 8,078 1.63 $ 285.7
2008 . ‘ )
Restricted stock units-outstanding . .. ... .... .. SRR ‘4,261 o 1.73 $ - 98.7
Restricted stock units vested and expected to vest . ....... 3,351 1.52 $ 77.6
2007 ; o L . .
Restricted stock units outstandmg e DU 1,701 - 1.88 $ 71.7
Restricted stock units vested and expectedtovest . ....... 1,309 1.65 $ 552

®) ' The intrinsic value is calculated as the market.value as of end of the fiscal year. As reported by the NASDAQ Global
Select Market, the market values as of November 27 2009, November 28, 2008 and November 30, 2007 were $35.38,
$23.16 and $42.14, respectively.
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Summary of Performance Shares

The following table sets forth the summary of performance share activity under' our 2009 Program for fiscal 2009 (in
thousands):

Maximum
e Shares -
Shares - --Eligible .
Granted to Receive
Beginning outstanding balance................. sreriseangresiinrares preerienere sosssnisgsrassassitasaszozsnasaserensarerabonassasarns L= —
AWATded.. ..ot ettt ettt et 559 643
FOTTRIEA. ...ttt sttt sttt (7) (8)
Ending outstanding balance..........c.cceccevereeercnrinnerenennenenenennenns et a e e et seeraess 552 635

However, the performance metrics under the 2009 program were not achieved and therefore no shares will be awarded
under the grants noted above.

-In the first quarter of fiscal 2009, the Executive Compensation Committee certified the actual performance achlevement
of participants in the 2008 Performance Share Program (the “2008 Program”). Based upon the achievement of goals outlined
in the 2008 Program, participants had the ability to receive up to 200% of the target number of shares originally granted.
Actual performance resulted in participants achieving approximately 124% of target or approximately 1.0 million shares for
the 2008 Program. Shares under the 2008 Program vested 25% in the first quarter of fiscal 2009, and the remaining 75% vest
evenly on the following three annual anniversary dates of the grant, contingent:upon the recipient’s continued service to
Adobe.

The folléwing table sets forth the sunimary of performance share activity under our 2006 through 2008 programs, based
upon share awards actually achieved, for fiscal 2009 and fiscal 2008 (in thousands):

. . 2009 2008
Beginning outstanding DAlance ...............cueeveeveeeveeeeieeeseieeins s s ees s esessessesesesenesesenesesenes 383 —
AChIEVEd......ooeeieiececieee et SOOI eesrerereneereresesaeeesraessraesantestaseranes 1,022 ) 993
ReElEaSed.......cevvireieiricctc e ettt ettt aeerans (382) - (480)
FOTTRIEA. ... et na e s O (73) . (130)
Ending OUtSEANAING DALANCE ........ooeeeeeeeeeeeree oo eeeeeeesesseeeeessesseesesesesessesesesesesessseseneneene e 950 © 383

The- total fair .value of performance awards vested during fiscal 2009 and 2008 was $7.7 million and $16.7 mllhon,'
respectively. Qo

Information regarding performance shares outstanding at November 27, 2009 and November 28, 2008 is summarlzed
below ‘

Weighted
Average
) Remaining Aggregate
Number of : Contractual ~ - ‘Intrinsic
Shares : . . Life o - Value(¥*)
{thousands) (years) (millions)
2009 '
Performance shares outstanding . ....................... 950 L.05 $ 33.6
Performance shares vested and expectedto vest........... 818 0.97 $ 28.8
2008
Performance shares outstanding . . ...................... 383 1.20 $ 8.9
Performance shares vested and expectedtovest........... 323 1.10 $ 7.4
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™’ The intrinsic value is caiculated as the market value as of end of the fiscal year. As reported by the NASDAQ Global
Select Market, the market value as of November 27, 2009 and November 28, 2008 was $35.38 and $23.16, respectively.

Grants to Non-Employee Directors

The Directors Plan (and starting in fiscal 2008, the 2003 Plan) provides for the granting of nonqualified stock options to
non-employee directors. Prior to fiscal 2009, option grants were limited to 25,000 shares per person in each fiscal year,
except for a new non-employee director to-whom 50,000 shares were granted upon election as a director. Options granted
before November 29, 2008 vest over four years: 25% on the day preceding each of our next four annual meetings and have a
ten-year term. Starting in fiscal 2009, the initial equity grant to a new non-employee director is a restricted stock unit award
having an aggregate value of $0.5 million as based on the average stock price over the 30 calendar days ending on the day
before. the date of grant. The initial equity. award vests over. 2 years, 50% on the day preceding each of our next 2 annual
meetings. For the annual equity grant, a non-employee dlrector can elect to receive 100% options, 100% restricted stock units
or 50% of each and shall have an aggregate value of $0.2 million as based on the average stock price over the 30 calendar
days ending on the day before the date of grant. The target grant value of restricted stock units to stock options will be based
on a 3:1 conversion ratio. Annual equity awards granted on or after November 29, 2008 vest 100% on the day precedmg the
next annual meeting. Options granted on or after November 29, 2008 have a seven-year term. The exercise price of the
optrons that are issued is equal to the fair market value of our common stock on the date of grant.

Options granted to directors for ﬁseal 2009, 2008 and 2007 are as follows (shares in thousands):

. : . 2009 2008 ' 2007
Options granted to existing directots. . . ... SISO I YA 250 : 250
EXEICISE PIICE ..o oottt eiteeeee e ee e eaeens $ 72328 $ ¢ 37.09 $ 42.61

Restricted stock units granted to directors for fiscal 2009 are as follows (shares in t'housands)r

Restricted stock units granted to existing dir€Ctors. ... .uiunn i v e e s e v e T e 27
Restricted stock units granted to new directors. ..o ... . SRR i e e e e e 20

Compénsation Costs

‘With the exceptlon of performance shares, stock- based compensatlon expense is recognlzed on 'a straight-line basis over
the requisite service period of the entire award, Wthh s generally the vesting perrod For performance shares, expense is
recogmzed ona stralght-hne basis over the requisrte servrce perrod for each’ Vestmg portlon of the award

As of November 217, 2009 there was- $305 0. m11110n of unrecogmzed compensation: cost adjusted for estrrnated
forfeitures, related to non-vested stock-based awards which will be recognized over a weighted average period of 2.4 years
Total unrecognized compensation cost will be.adjusted for future changes in estimated forfeitures, . . : : :
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. Total stock-based compensation costs that have been included in our Consohdated Statements of Income for ﬁscal 2009,
2008 and 2007 were as follows (1n thousands)

Income Statement Classifications

.. Costof.

" Revenue - _ ,

" Servicesand ~~ ' " Researchand - Sales and ! ' Generaland N

. Support. .- _: Development: . * - Marketing . .- Administrative S Total - -
Optlou Grants and Stock Purchase 7 | ) | . . . o . ‘ . o , :
Rights®" ) C S T L o ‘

Fiscal 2009. . cele o § 1,906 $ v 45535 § o 38,79‘0 $ o }2}4\,5}95 : $" 'VIIO 826
Fiscal 2008.................. 8 3,728 $ 55653 °$ 41326 $ 24521 8 125 ,228
Fiscal 2007. e $ 515278 ' 58 579 $ _ 41,801 '$ 24467 % 129,999
Restrncted Stock and Perfe.rmancevv . ’
. ShareAwards o , o L e e
Fiscal 2009......... Lo 863908 27931 § 19818 8 9274 § . 57,662
Fiscal 2008.................. $ 570 $ 20,835 $ - Al:7,928 $ 10,_810 $ ' 50,143
Fiscal 2007.................. $ - 346 § 7 9518 § 6,084 § 4,040 $ 19,988

) During fiscal 2009 and 2008, we recorded $0 9 million and $2.9 million, respectively, associated with cash recoveries
- of fringe benefit tax from employees in India. .

NOTE 14. STOCKHOLDERS’ EQUITY

Stockholder Rights Plan

Our Stockholder Rights Plan is intended to protect stockholders from unfair ‘or coercive takeover practices. In
accordance with this plan, the Board of Directors declared a dividend distribution of one common stock purchase right on
each outstanding share of our common stock held as of July 24, 1990 and on each share of common stock issued by Adobe
thereafter. In July 2000, the Stockholder Rights Plan was amended to extend it for ten years so that each right entitles the
holder to purchase one unit of Series A Preferred Stock, which is equal to 1/1000 share of Series A Preferred Stock, par value
$0.0001 per share, at a pnce ~of $700 per unit. As adJusted for our 2000 and 2005 stock splits each in the form of a dividend,
each share of common stock now entxtles the holder to one- quarter of such a purchase r1ght Each whole nght still entitles the
registered holder to purchase from Adobe a unit of preferred stock at $700. The rlghts become exercisable in certain
circumstances, including upon an entity’s acquiring or announcing the'intention to acquire beneficial ownership of 15% or
more of our conimon stock without the ‘approval of the Board of Directors or upon out being acquited by any person in a
merger or business combination transaction. The rights are redeemable by Adobe prior to exercise at $0.01 per right and
expire on July 23, 2010.

Stock Repurchase Program I

To facilitate our stock repurchase program, designed to return value to our stockholders and minimize dilution from
stock issuances, we repurchase shares in the open market and also enter into structured repurchases with third-parties.

Authorization to repurchase shares to cover on-going dilution is not subject to expiration. However, this repurchase
program is limited to covering net dilution from stock issuances and is subject to business conditions and cash flow
requirements as determined by our Board of Directors from time to time.

During fiscal 2009, 2008 and 2007 we entered into several structured repurchase agreements with large financial
institutions, whereupon we provided the financial institutions with prepayments of $350.0 million, $525.0 million and $1.1
billion, respectively. We entered into these agreements in order to take advantage of repurchasing shares at a guaranteed
discount to the Volume Weighted Average Price (“VWAP”) of our common stock over a specified period of time. We only
enter into such transactions when the discount that we receive is higher than the foregone return on our cash prepayments to
the financial institutions. There were no explicit commissions or fees on these structured repurchases. Under the terms of the
agreements, there is no requirement for the financial institutions to return any portion of the prepayment to us.
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The financial institutions agree to deliver shares to us at monthly intervals during the contract term. The parameters used
to calculate the number of shares deliverable are: the total notional amourit of the contract, the number of trading days in the
contract, the number of trading days in the interval and the average VWAP of our stock during the interval less the agreed
upon discount. During fiscal 2009, we repurchased approximately 15.2 million shares at an average price per share of $27.89
through structured repurchase agreements entered into during fiscal 2008 and fiscal 2009. During fiscal 2008, we repurchased
22.4 million shares at an average price of $36.26 through structured repurchase agreements which included prepayments
from fiscal 2007. During fiscal 2007, we repurchased 22.0 million shares at an average price of $40.04 through structured
repurchase agreements which included prepayments from fiscal 2006.

During fiscal 2008, we also repurchased 3.6 million shares at an average price of $36.41 in open market transactions.

-For fiscal 2009, 2008 and 2007, the prepayments were classified as treasury stock on our Consolidated Balance Sheets at
the payment date, though only shares physically delivered to us by November 27, 2009, November 28, 2008 and
November 30, 2007 were excluded from the denominator in the computation of earnings per share. As of November 27, 2009
and November 28, 2008, approximately $59.9 million and $134.7 million, respectwely, of up- -front payments remamed under
the agreements.

Stock Repurchase Program )/

- Under this stock repurchase program we had authorization to repurchase an aggregate” of 50.0 million shares of our
common stock. During the third quarter of fiscal 2008, the remaining authorized number of shares were repurchased. From
the inception of the 50.0 million share authorization under this program, we provided prepayments of $1.9 billion under
structured share repurchase agreements to large financial institutions. During the third quarter of fiscal 2008, the remaining
authorized number of shares were repurchased.

During fiscal 2008, we provided prepayments of $1.0 billion and repurchased 31.9 million shares under these structured
agreements at an average price of $37.15. During fiscal 2007, we provided prepayments of $850.0 million under structured
share repurchase agreements to large financial institutions. During fiscal 2007, we repurchased 17.7 million shares under
these structured agreements at an average price of $40.50 and approx1mately $133.7 million of up-front payments remamed
under these agreements as of November 30, 2007.

During fiscal 2008, we also repurchased 0.5 million shares at an average price of $39.791i 1n open market transactxons
NOTE 15. COMPREHENSIVE INCOME .

The following table sets forth the activity for each component of comprehensive income, net of related taxes, for fiscal
2009, 2008 and 2007 (in thousands): FXEEE o
. ) 2009 . 2008 2007
Net income: ......... U PRSI 386,508 $° 871814 § 723,807
Other comprehensive income (loss) ‘ 8 T o '
Available-for-sale securities: '
Unrealized gains (losses) on available-for-sale
securities, net of taxes .. ... ... .00 L PO S SO to6,661 0 o (3,102) : 14,570
Reclassification adjustment for (galns) losses on - , C
available-for-sale securities recognlzed during the

coperiod L. (8,752) 1,559 2,000

- Subtotal available-for-sale securities .......... (2,091) - (1,543) 16,570
Denvatxve instruments: ‘ . Co _— o : .

Unrealized (losses) gains on derivative instruments . . (14,618) 54,967 . oo 4,974

Reclassification adjustment for gains on derivative

instruments recognized during - o , . P
“theperiod ... e (27,138) - ©(13,248) o - (5,510)

Subtotal derivative instruments. . . .. .. censiaene (41,756) 41,719 ¢ .o (536)

Foreign currency translation adJustments e 1,071 (10,902) . - - - 5,570
Other comprehensive income (10ss). . ................... (32,776) 29,274 21,604
Total comprehensive income, net of taxes ............... $ 353,732  §$ 901,088 $ 745,411
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The followmg table sets forth the taxes related for each component of other comprehens1ve income for ﬁscal 2009 2008
and 2007 (in thousands) £ S S i S o r :

IR ; ' : 2000 - 2008 Y 2007
Available-for-sale securities. . ... .. Gied i eedees 80 0931 8 (988) 8 2,382
Foreign currency translation adjustments-........... EESUUE T - A 8 (4860) -§ 3,699 -

Taxes related to derivative instruments were zero for all fiscal years.,

The following table sets forth the components of accumulated other comprehens1ve income, net of related taxes, for
fiscal 2009 and 2008 (in thousands): -

T 2008

Net unrealized gains on available-for-sale securities: .
Unrealized gains on available-for-sale securities ........... e $ 13,818 $§ 16,062
Unrealized losses on available-for-sale securities. . ..................... 2y (155)

Total net unrealized gains on available-for-sale securities. ... .i....... o, 213,816 . 215,907

Net unrealized gains on derivative instruments . . .........oomss i .. Y ) D 41,750.

Cumulative foreign currency translation adjustments . .. ... .. Ml e w o 10,635 . (435)

Total accumulated other comprehensive income, net of taxes....... e cine 08 e =.2'4,446 $ . 57222

The following table sets forth the components of fore1gn currency translatlon adJustments for. ﬁscal 2009, 2008 and
2007 (m thousands): e e . P .

L2000 .. 2008 , . .. .2007

Beginning balance..............ccoiiiiiiiiiinnna..... o $ “:(431 ) $-.. . 10,471 . 8% - .-4,901.

Foreign currency translation adjustments ...................... . 17,343 (19,461) , 9,269

Income tax effect relating to translation adjustments for = = TS TR B d T T e
undistributed foreignearnings .. ........ ... oL 6,272y . 8559 . (3,699)

Ending balance ..............oouiuiniuiiaiiiiain., $ 10,640 $ (431) '$ 10,471

NOTE 16. NET INCOME PER SHARE

" Basic net income per share is computed using the weighted average number of common shares outstanding for the
penod -excluding unvested restricted stock. Diluted net-income per share is based upon the weighted average common shares
outstanding for the period plus dilutive potential common shares, 1nclud1ng unvested restrlcted stock and stock optlons using
the treasury stock method.

- The following table sets forth the computation of basic and d11uted net income per share for ﬁscal 2009 2008 and 2007
(in thousands except per share data): y B LR TP ~

2009 . 2008 <0 -2007

Netmcome...............................n..ﬂ ................. $ 386,508 .. $ 871,814:-8 - 723,807
Shares used to compute basic net income per share .................. 524,470 539,373 . . 584,203
Dilutive potential common shares: ey T

Unvested restricted stock and performance share awards .......... C 21300 e 01,107 : 13

StOCK OPHONS . . o v vttt e e 4010 oo 8073 . 14,559
Shares used to compute diluted net income per share ............... . . 530,610 @ 548,553 .. 598,775
Basic net income per share. ..~ ..... e W e, $ 074 .8 . 162 8 1.24
Diluted net income per share ."............. B $ 073 0% ¢ 0 159 8 1.21
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For fiscal 2009, 2008 and 2007, options to purchase approximately 27:0 million, 16.5 million and 10.4 million shares,
respectively, of common stock with exercise prices greater than the annual average fair market value of our stock of $27.30,
$37.07 and $41.77, respectively, were not included in the calculation because the effect would have been anti-dilutive.:

NOTE 17. COMMITMENTS‘,AN:D CONTINGENCIES
Lease Commitments

We lease certain of our facilities and some of our-equipment under non-cancellable operating lease arrangements that
expire at various dates through 2028. We also have one land lease that expires in 2091. Rent expense includes base
contractual rent and variable costs such as building expenses, utilities, taxes, insurance and equipment rental. Rent expense
and sublease income for these leases for fiscal 2007 through fiscal 2009 were as follows (in thousands):

2009 2008 2007

Rent eXpense « . ............. B $ 93921 § 101202 $ 90,553
Less: sublease income.............. e s e e i e e ceen 5,563 11,421 9,406
Net TeNt EXPENSE . . vt vvee e et eennnieeenenes $ 88,358 $ 89,781 -$ . 81,147

We occupy three office buildings in San Jose, California where our corporate headquarters are located. We reference
these office buildings as the Almaden Tower and the East and West Towers. '

In August 2004, weé extended the lease agreement for our East and West Towers for an additiona] five years with an
option to extend for an additional five years solely at our electlon In June 2009, we submitted notice to the lessor that we
intended to exercisé our optxon to renew this agreement for an addrtlonal five' years effective August 2009. As stated in the
original lease agreement, in conjunction with the lease renewal, we were required to obtain a standby letter of credlt ‘for
approxrmately $16.5 million which enabled us to secure a lower interest rate and reduce the number of covenants. As deﬁned_
in the lease agreement, the standby letter of credit pr1mar11y represents the lease investment balance equity which is callable
in the event of default. In March 2007, the Almaden Tower lease was extended for five years, with a renewal option for an
additional five years solely at our election. As part of the lease extensions, we purchased the lease receivable from the lessor
of the East and West Towers for $126.8 million and a portion of the lease receivable from the lessor of the Almaden Tower
for $80.4 million, both of which are recorded as investments in lease receivables on our Consolidated Balance Sheets. This
purchase may be credited against the residual value guarantee if we purchase the properties or will be repaid from the sale
proceeds if the properties are sold to third parties. Under the agreement for the East and West Towers and the agreement for
the Almaden Tower, we have the option to purchase the buildings at anytime during the lease term for approximately $143 2
million and $103.6 million, respectively. The residual value guaraiitees under the East and West Towers and the Almaden
Tower obligations are $126.8 million and $89.4 million, respectively. ~

‘These two leases are both subject to standard covenants including certain financial ratios that are reported to the lessors
quarterly. As of November 27, 2009, we were in compliance with-all covenants. In the case of a default, the lessor may
demand we purchase the buildings for an amount equal to the lease balance, or require that we remarket.or relinquish the
buildings. Both leases qualify for operating lease accounting treatment and, as such, the bu1ld1ngs and the related obligations,
are not included on our consolidated balance sheet. We utilized this type of ﬁnancmg in order to access bank-provided
funding at the most favorable rates and to provide the lowest total cost of occupancy for the headquarter buildings. At the end
of the lease term, we can extend the lease for an ‘additional five ‘year term, purchase the buildings for the lease balance,
remarket or relinquish the buildings. If we choose to remarket or are required to do so upon relinquishing the buildings, we
are bound to arrange the sale of the buildings to an unrelated party and will be requlred to pay ‘the lessor any shortfall’,
between the net remarketlng proceeds and the lease balance up to the res1dual Value guarantee arnount
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The following are.our future minimum lease payments-under non-cancellable operating:leases: and future minimum
sublease’income under non-cancellable subleases for each of the next ﬁve years and thereafter as: of November 27, 2009 (in
thousands): . o ; S ,

Future Future

Minimum . o s Minimum

[ ~Lease - « - """ Sublease

Fiscal Year Payments Income
2000 . e e $ 53244 $ 0 13,970
pJ1) S SRR e s e s e em e+ mee e e . 41328 . 3,323
2012..... e ek e e e 333910 . 2,008,
71} & v 24780, . 404
2014 ................ IO e i e e gl e s 19964 —
Thereafter. .. ............. e e 76,548 —
Total .. ........ R [T S O $ 249,255 $ 9,705

The. table above 1ncludes commnments related to our restructured facilities. See Note 11 for information regardmg our
restructurmg charges :

Guarantees

‘The lease agreements for our corporate headquarters prov1de for resxdual value guarantees as noted above The falr value
of a residual value guarantee in lease agreements, entered into after December 31, 2002, must be recogmzed as a liability on
our Consohdated Balance Sheets 'As such, we recognized, $5.2 million and $3.0 million in l1ab1ht1es related to the extended
East and West Towers and Almaden Tower leases, respectlvely These liabilities are recorded in other long-term liabilities
wrth the offsetting entry recorded as prepald rent in other assets. The balance will be amortized to the income statement over
the life of the leases. As of November 27, 2009 and November 28, 2008, the unamortlzed portron of the fair value of the
residual value guarantees, for both leases, remammg m other long-term habrhtres and prepard rent was $1.3 million and $2 6
mrlhon respectwely

Royalties

We have royalty commitments assomated w1th the shlpment and lrcensmg of certam products Royalty expense is
generally based on a dollar amount per unit shipped or a percentage of the underlymg revenue, Royalty expense, which was
recorded under our cost of products revenue on our Consolldated Statements_of Income was appr0x1mately $43 0 mlllron
$47.8 m11110n and $37.4 m1l110n in fiscal 2009 2008 and 2007 respectlvely .

Indemnifications

In the normal course:of business, we provide iindemnifications ‘of varying scope fo customers’ agamst claims of
intellectual property infringement made by third-parties arising from the use of our products. Historically, costs related to
these indemnification prov1s1ons have not-been significant and:we are. unable to estimate the maxrmum potentral 1mpact of
these indemnification pr0v151ons on ourt: future results of operatrons R s ; : .

"To the extent permrtted under Delaware law we have agreements whereby we mdemnlfy our ofﬁcers and dn'ectors for
certain events Or occurrences while the officer or d1rector is, or was servrng, at_our request in such capacity. The
mdemmﬁcatron period covers all pertment events and occurrences durlng the officer’s or director’s lifetime. The maximum
potentlal amount of future payments we could be requlred to make under these 1ndemn1ﬁcat1on agreements is unlumted
however, we have director and ofﬂcer insurance coverage that reduces. our _exposure and enables s to recover a portion. of
any future amounts paid. We believe the estimated fair value of these indemnification agreements in excess of applicable
insurance coverage is minimal.

As part of our limited partnership interests in Adobe Ventures, we have provided a general indemnification to Granite
Ventures, an independent venture capital firm and sole general partner of Adobe Ventures, for certain events or occurrences
while Granite Ventures is, or was serving, at our request in such capacity provided that Granite Ventures acts in good faith on
behalf of the partnership. We are unable to develop an estimate of the maximum potential amount of future payments that
could potentially result from any hypothetical future claim, but believe the risk of having to make any payments under this
general indemnification to be remote.
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Legal Proceedings

- On Sep'terﬁbqr 23, 2‘009," Richard Miner on behalf of himself and all similarly situated stOdﬁ_ﬁB}dch of O'mni;ture,\lhé.
filed a class action lawsuit captioned Miner v. Omniture, Inc., et. al., Case No. 090403559 (the “Miner Lawsuit”) against

Omniture, thé members of Omniture’s board of directors (collectively, the “Omniture Deféridant's”) and Adobe in the United

States Fourth Judicial District Court for Utah County, Provo Department, State of Utah' seeking to enjoin. the proposed
acquisition between Omniture and Adobe. In the event the acquisition is consummated, the plaintiff seeks. to recover an
unspecified amount of damages. The plaintiff alleges that the members of Omniture’s board of directors breached their
fiduciary duties fo Omniture’s stockholders by failing to seek the highest possible price for Omniture and that Adobe induced
or aided and abetted in the alleged breach of such fiduciary duties. Also on September 23, 2009, Christophier R. Barrell filed
a substantially similar lawsuit to the Miner Lawsuit in the United States Fourth Judicial District Court for Utah County,
Provo Department, State of Utah, captioned Barrell v. Omniture, Inc. et. al., Case No. 090403560 (the “Barrell Lawsuit”).
The Barrell Lawsuit names the same defendants as the Miner Lawsuit, and also names ‘Showbird Acquisition Corporation as
an additional defendant. Subsequently, on September 24, 2009, the plaintiff in the Barrell Lawsuit filed an amended
complaint, which added allegations that the Schedule 14D-9 Solicitation/Recommendation Statement filed by Omniture on
September 24, 2009 contained inadequate disclosures and was materially misleading. On September 25, 2009, the Omniture
Defendants filed a motion requesting that the court consolidate the Barrell Lawsuit, Miner Lawsuit and a substantially similar
lawsuit captioned Lodhia v. Omniture, Inc. et al.,.Case No. 090403499 (the “Lodhia Lawsuit”) in which the Omniture
Defendants, but not Adobe, were named. Additionally, on September 30, 2009, the plaintiff in the Lodhia Lawsuit filed a
response to defendants’ motion to consolidate, agreeing consolidation is appropriate,. and also filed a motion. seeking
appointment as lead plaintiff in the consolidated action. Omniture moved for an order consolidating all three lawsuits. The
plaintiffs in the three lawsuits filed a joint motion seeking preliminary injunction barring the consummation of the proposed
acquisition and requiring additional disclosures by Omniture in its Schedule 14D-9. At a hearing on October 20, 2009, the
court granted Omniture’s motion to consolidate the three cases and denied the plaintiffs’ motion for a preliminary injunction.
On December 30, 2009, the plaintiffs served the defendants with a consolidated amended complaint. Adobe intends to defend
the lawsuits vigorously. As of November 27, 2009, no amounts have been accrued as a loss is not:probable.

In connection with our anti-piracy efforts, conducted both internally and through organizations such as, the Business
Software Alliance, from time to time we undertake litigation against alleged copyright infringers. Such lawsuits may lead to
counter-claims alleging improper use of litigation or violation of other local laws. We believe we have valid defenses with
respect to such counter-claims; however, it is possible that our consolidated financial position, cash flows or results of

operations could be affected in any particular period by the resolution of one or more of these counter-claims.

From time to time, Adobe is subject to legal proceedings, claims and investigations in the ordinary course of business,
including claims of alleged infringement of third-party patents and other intellectual property rights, commercial,
employmerit and other matters. Adobe makes a provision for a liability when it is both probable that a liability has been
incurred and the amount of the loss can be reasonably estimated. These provisions are reviewed at least quarterly and
adjusted to reflect the impacts of negotiations, settlements, rulings, advice of legal counsel and other information and events
pertaining to a particular case. Litigation is inherently unpredictable. However, we believe that we have valid defenses with
respect to the legal matters pending against Adobe. It is possible, nevertheless, that our consolidated financial position, cash
flows or results of operations could be negatively affected by an unfavorable resolution of one or more of such proceedings,
claims or investigations. R ’

NOTE 18. CREDIT AGREEMENT

In August 2007, we entered into the Amendment to our Credit Agreement dated February 2007, (the “Amendment”),
which increased -the total senior unsecured revolving facility from $500.0 million to $1.0 billion. The Amendment also
permits us to request one-year extensions effective on each anniversary of the closing date of the-original agreement, subject
to the majority consent of the lenders. We also retain an option to request an additional $500.0 million in.commitments, for a
maximum aggregate facility of $1.5 billion. . : , L s j D

In February 2008, e entered into the Second Amendment to the Credit Agreement dated February 26, 2008, which
extended the maturity date of the facility by one year to February 16, 2013. The facility would terminate at this date if no
additional extensions have been requested and granted. All other terms and conditions femain the same. *
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The facility contains a financial covenant requiring us not to exceed a certain maximum leverage ratio. At our ‘option,
borrowings under the facility accrue interest based on either the London interbank offered rate (“LIBOR”) for one, two, three
or six months, or longet periods with bank consent, plus a margin according to a pricing grid tied to this financial covenant,
or a base.rate. The margin is set at rates between 0.20% and 0.475%. Commitment fees are payable on the facility at rates
between 0.05% and 0.15% per year based on the same pricing grid. The facility is available to provide loans to us and certain
of our subsidiaries for general corporate purposes. As of November 28, 2008, the afnophtv\'dﬁtstandingfi’u}der this credit
facility was $350.0'million. On September 22, 2009 we borrowed ari additional $650.0 million under the credit facility. As of
November 27, 2009, the amount outstanding under this credit facility was $1.0 billion which is ‘included in, long-term
liabilities on our ‘Consolidated Balance Sheets. The carrying value of the outstanding liability’ approximates fair value. As of

November 27, 2009, we were in compliance with ali of the covenants.

NOTE 19. NON-OPERATING INCOME (EXPENSE) :
. Non-operating income (expenise) for fiscal 2009, 2008 and 2007 jncluded the following (in thousands): "

R : e { 2000 0087 T g007
Interest and other incomie; net: " o o S e e T T
Interestincome ......... ... .00 0 L e LU0 34978 g 57,588 $ ' 92,794
Foreign exchange losses............ P SRS C(13,420) 0 (17,494) 1 (9,264)
Realized gains on fixed income investment ... .........0.. ..., ~ 8,753 o316 934
- Realizéd losses on fixed income investrient. ... ... .. ... ....... ' oy (1,501) " (3,510)
“Other ....... R IR T BRI L0700 Y 293t 170
Interest and other income, net . . . .. e '$ . 31380 'S 43847 $ 82724
Interest expense. ................. e e e e e e e S___ (3407).8__ (10,019) $_ (253)
Investment gains (losses), net: N 4 : o Tl BEE i
Realized investment gains .............. A $ . 52 % 18398 § 9,308
' Unréalized investment gains®. ... ... .. e L (7,95'0 o 7803 . 5265
~ Realized investment losses. ................ R (9019 (1,417) . " (2,236)
Unrealized investment losses. ........... I e W (15949y T (8375) ~(5,203)
Investment gains (losses), net . . ... ... w08 (16966) $ . 16409 § 7,134
Non-operating income (expense), net ............... JE $ 11,007 § 50,237 % 89,605

© Duﬁng fiscal 2009, we recorded $3.0 million in unrealized holding gé@ﬁs ;and‘ losses éss@ciatcd,witvlyl";';ou:r_fclleférréd

. compensation plan assets (classified as trading securities).

NOTE 20. INDUSTRY SEGMENT, GEOGRAPHIC INFORMATION AND SIGNIFICANT CUSTOMERS

~ For substantially all of fiscal 2009, we had the following reportable segments: Creative Solutions, Knowledge Worker,
Enterprise, Platform and Print and Publishing. Coinciding with the integration of Omniture in the fourth quarter of fiscal
2009, we created a new reportable segment for financial reporting purposes. Our Creative Solutions segment focuses on
delivering a complete professional line of integrated tools for a full range of creative and developer tasks to.an extended set
of customers. The Knowledge Worker segment focuses on the needs of knowledge worker customers, providing essential
applications and services to help them share ‘information and collaborate. This segment contains revenue generatéd by
Acrobat Connect and our Acrobat family of products. Our Enterprise segment provides server-based’ enterprise interaction
solutions that automate: people-centric processes and contains. revenue genetated by our LiveCycle line of products. The
Platform segment includes client and developer technologies, such as Adobe Flash Playet, Adobe Flash Lite, Adobe AIR,
Adobe Flex and Adobe Flash Builder, and also encompasses products and technologies created and managed in other Adobe
segments. The Print and Publishing segment addresses market opportunities ranging. from the diverse publishing needs of
technical and business publishing, to our legacy type and OEM printing businesses. Finally, our Omniture segment provides
web analytics and online business optimization products and services to manage and enhance online, offline and multi-
channel business initiatives, : ' o N - o
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Effective in the first quarter of fiscal 2009, our former Mobile'and Devices Solutions segment, was integrated into our
Platform business unit to better align our engineering and marketing efforts and:is:now reported as part'of the Platform
segment. Prior year information in the table below has been reclassified to reflect the integration of these business units.

To better align our marketing efforts and gd—fd‘-market strategies, in fiscal 2010 we plan to move responsibility for the
Connect Solutions product line from our Knowledge Worker segment to our Enterprise segment. We will adjust our
reportable segments at the beginning of fiscal 2010 to reflect changes for how we manage dur business as we eiiter the new
fiscal year. L ' o

... We report segment information based on ,fhg: “managemen ” approach. The management approach designates the
internal reporting used by management for making decisions and assessing performance as the sourc